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a stalile, liquid trust sector investment.
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that has become the hallmark of the Fund, A leader in Alberta®
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A ERSIE sao: i Pembina Pipeline Income Fund

ing nine years of expansion, diversification and development
1ong  the predominant issuers within the Canadian energy

sillion and 126 million Trust Units outstanding, Pembina ofter

ina’s solid foundation of premium assets generates th
stent and sustainable monthly cash distributions o Unitholder:

s feeder pipeline industry with a growing presence in the oi

and midstream  sectors, Pembinas dependable nenwork o
ximately 8,400 kilometres of pipeline and related assets provid
egral service to the western Canadian energy industry.

: Pembina Pipelin
1e Fund, an unincorporated open-ended trust, pays monthly
listributions to Unitholders. Pembina’s publicly-traded sceurities
on the Toronto Stock Exchange under the symbols: PIFUN

Units; PIEDB.A and PIKDB.B = convernble debentures
ina’s corporate head otfice is located in Calgary, Alberta.

9]
meeting on April 27, 2007 at 2:00 pm
The Metropolitan Centre, 333 —4th A

ritholders are invited to attend Pembina’s annual general
L The meeting will be held in the Grand Lecture Theatre
penue S.W., Calgary, Alberta.
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2006 Highlights
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4 Our Business Segments

OUR BUSINESS SEGMENTs Pembina has structured its conventional business to prosper in a
dynamic energy environment. Our oil sands infrastructure provides a gateway to rapid development
of the vast oil sands resource located in northeastern Alberta.

CONVYENTIONAL PIPELINES

Aiberta

Pembina’s seven operated and two non-
operated crude cil and nawral gas liquids
("NGL™ Alberta
transported an average of 425,800 barrels

pipelines located in
per dav in 2006. For the second consecutive
year, Pembina reported increased throughpurs
on its Alberta pipelines, the result of record
levels of oil and nawral gas exploration and
development actvity in several of Pembina’s
key service regions.

British Columbia (*BC")

Pembinas BC
gathering system upswream of Tayler, BC,
Pembina’s BC transportation hub and the

pipelines consist of the

Western system. The pipelines forming the
gathering system collectively transported an
average of 32,300 barrels per day in 2006,
essendally all of the crude oil and condensare
produced in BC during that period.

Pembina’s conventional pipelines
transported approximately 450,000
barrels per duy of crude oil and natuval
gas liguids, voughbly one-half of the light
crude ol produced in western Canada.

OIL SANDS INFRASTRUCTURE

Alberta Qil Sands Pipeline (“AQSPL")

Pembina’s AOSPL system provides dedicated
transportation service to the Syncrude project,
with a vontracted capacity of 389,000 barrels
per day. The long-term, contract based returns
generated by this asset are independent of actual
pipeline throughout and capacity utilization.

Horizon Pipeline

Construction on the $3 50 million pipeline expan-
sion providing exclusive transportation to Canadian
Natural Resources Limiteds Horizon Qil Sands
Project began in late 2006. This expansion will
increase capacity by 250,000 barrels per day of
synthetic crude oil and is scheduled for com-
pletion in mid-2008. The Horizon Pipeline
will be operated under the terms of a 25-year
extendible transportation agreement.

Cheecham Lateral
The Cheecham
pipeline that transports product from an ourler
point on Pembina’s AOSPL system to a
terminalling facility near Cheecham, Alberta.
This pipeline, fully contracted for a 25-year

Lateral is a Sé-kilometre

term, has the capacity to wansport 136,000
barrels per day of synthetic crude oil. The
Cheecham Lateral commenced generating
revenue February 1, 2007.

Following the completion of the Horizon
Pipeline, Pembina will bave the capacity
to transpert approximately 640,000
barvels per day of synthetic crude oil
from the ol sands region.

MIDSTREAM BUSINESS

Ethylene Storage
The Fort Saskatchewan Ethylene Storage

‘Facility is the sole large-seale underground

ethylene storage facility in Alberta. Pembina’s
30 percent non-operated interest in this
asset provides contracted, long-term returns
and diversifies Pembina’s business into the
petrochemical sector without commodity price
exposure.

Terminalling, Storage and Hub Services
Pembina has developed terinalling, storage
and hub services on the Cremona, Swan Hills
and Drayton Valley (Pembina system) pipeline
systems. Plans are underway to expand the
midstream offering which will eventually
include services upstream of Pembina’s existing
pipelines, vertically integrating our midstream
and conventional pipeline opetations.

Initiatives undevtaken by the midstream
business unit exploit the inberent value

of Pembina’s extensive and bigh-quality
conventional pipeline asset base.

OUR BUSINESS oBJEcTIvE Pembina’s principal objective is to provide a stable stream of
distributions to Unitholders that are sustainable over the long-term, while pursuing opportunities
for enhancement through accretive growth. Pembina is committed to continuing the strategic
developtnent and diversification of its asset base.

Conventional Pipelines

Pembina endeavors to maintain the operating
margin congribution of its convenrional
pipeline assets while pursuing opportunities
for throughput and revenue enhancement.
Margins are maintained through the use of toll
management, strict adherence o operating
cost control and by asset ratonalization.
By offering cost-effective, competitively
positioned and reliable transporration services
o our custorners, Pembina undertakes to
attract new business to its conventional
pipeline svstems.

Oil Sands Infrastructure

Pembina intends to leverage its uniquely
positioned operating
knowledge in the oil sands sector to pursne

infrastructure  and

future opportunities in this key development
area. Pembina’ existing oil sands infrastructure,
and those currently under development, offer
fully contracted and leng-term rewurns which
provide a secure stream of stable cash flow
to the Fund. Further expansion of Pembina’s
business interests in this area is a priority.

Midstream Business
The onguoing

midstream business is a priority. Pembina

expansion  of Pembina'
intends to initiate new terminalling, storage
and hub services over segments of s
conventional pipeline systems and, andcipates
that this vertical integration strategy will

produce significant benefits to both pipeline
customers and Unitholders of the Fund.
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2006 WAS A REWARDING YEAR FOR PEMBINA PIPELINE INCOME FUND. It was a record
breaking vear by many operating and financial measures. Pembina achieved growth in all three of
its business segments during the year that supported a 25 percent increase in distributed cash.

Revenue and Cash Flow from Operations

- Revenue Cash Flow from Ogerations
{$ millions) ($ millions}
$350 4 3140

$300 $120
$250 3100
5200

$150

We are pleased to report a year of record results and the ongoing profitable
expansion and diversification of our premium energy infrastructure business.
Specifically, Pembina achieved solid operational results from its conventonal
pipelines, significant growth in the oil sands division and the successful

development of its midstream business.

Since its launch as a publicly traded income fund in 1997, the total enterprise value
of the Fund has increased four-fold 1o $2.6 billion at the end of 2006. During the
vear, we generated $336 million in revenue and $144 million in cash flow from
operations, representing vear-over-vear increases of 15.6 percent and 28.0 percent
respectively. 2006 distributed cash wotaling $142 million, or $1.165 per Trust Unit,
is 25 percent higher than last vear. These results strongly endorse our proven
business strategy, as we consistently deliver profitable, risk-managed growth 1o our
Unitholders.

Qur assets are strategically located in the heart of western Canada’s crude il and
natural gas producing regions. We believe that our premium asset base, together
with our solid balance sheet and considerable operational expertise, will enable us

to continue to profitably exploit the development potential across our business.

Pembina’s success hinges on our ability to deliver on our commitments. We are
committed to delivering stable and growing cash distributions to our Unitholders.
We are committed to providing reliable, cost effective transportation service to our
customers. We are committed to the strategic and profitable growth of our
business. Finally, we are committed to exemplary corporate citizenship; espousing
socially and environmentally responsible practices in all our operations and,

ensuring high standards of corporate governance.
g high standards of corporate g

We delivered on all of these commitments in 2006,

Our commitment to stability and growth in cash distributions to Unitholders

Over its near-ten vear history as an income fund, Pembina has developed a well-
established record of consistently delivering stable, and growing, cash distributions
to Unitholders. In 2006, we achieved our distribution objective, as we have in every
year since our initial public offering in 1997. The Fund has distributed a total of
$830 million, or $9.42 per Trust Unit, on a cumulative basis to the end of 2006.
Further, a series of three distribution rate increases, announced over the twelve
months ended November 2006, boosted Pembina’s annual distribution rate to $1.32
per Trust Unit effective January 2007, This represents a cumulative 26 percent

increase over the $1.05 per Trust Unit paid for the five years ending in 2003,

This record of achievement is supported by the ongoing expansion and solid

operational performance across Pembina’s energy infrastrucrure business.




8 Letter to Fellow Unithalders

Distributed Cash™

Distributed Cash  Distributed Cash per Trust Unit

o ($ millions} {$ per Trust Unit)
5150 $1.20
/-

$125 $1.00

$100 - $0.80

$75 $0.60

$50 $0.40

$25 $0.20

$0 $0
c2 02 04 05 04

® Refer to "Non-GAAP Measures™ on page 36.

Liquid Investment

o Annual Value Traded Average Daily Volume

{$ milligns) {thousands of Units)

$1.000 Al 0

$800 - 200

$600 150

w Lo =
Ny e

s"l:l[l[l

98* 9 00 01 02 03 04 05 08

* PIFUN commenced troding as o fully paid Trust Unit
on Octaber 23, 1998.

Our commitment to the provision of reliable, cost effective

transportation to customers

Reliability is the primary focus of Pembina’s operations and considerable resources
are directed toward ensuring the safe, continuous operation of our pipeline
systems. Over one-third of our annual operating budget is expended on the
extensive preventative maintenance and pipeline integrity programs we have
developed to achieve this critical objective. Pembina employvs state of the art
technology in our in-line inspection, remote monitoring and control and pipeline

integrity programs to enhance our performance in this area.

Our success in attracting and developing new business and in optimizing the
revenue generating capability of our assets, enables Pembina to offer competitive
pipeline transportation to its customers. We continually seek ways to enhance the
value of our service offering, developing new facilides and transportadon

alternacives thatr meet the evolving needs of our diverse customer base.

Our commitment to the strategic and profitable growth of our business

The ongoing profitable expansion of our premium hydrocarbon liquids services
business in western Canada is central to meeting our objectives and commitments,
QOur strategically located convendonal and oil sands assets positon us favorably to
capture opportunities for future growth in a dynamic energy industry environment.
Further, we believe that the ongoing development of midstream services across
segments of our conventional pipelines is key to unlocking the full value of these

high-quality assets.

The medium and longer term potential associated with energy industry
development of muld-billion dollar oil sands extraction facilities and the related
demand for alternative sources of diluent, and enhanced recovery from mature oil
producing fields utilizing carbon dioxide (COz) flooding, provides an exciting
range of future paossibilities. Pembina will proactively pursue opportunities to

participate in these industry developments as they progress.

Qur commitment to exemplary corporate citizenship

Maintaining and enhancing Pembinas long-standing reputation as a good
corporate citizen is of paramount importance. The Board of Directors,
management and all employees at Pembina are committed to transparency and
accountability at all levels of the organization. We are proud of our strong emphasis
on sound corporate governance practices and continvally seek ways to improve

these practices and procedures.

We are committed to conducting our business in a soclally and environmentally
responsible manner. We have developed comprehensive safety management
systems designed to protect our employees, the general public and the environment
and we strive for condnuous improvement in this area. Our record of achievement

endorses the effectiveness of our systems and the operating culture that it reflects.




Enterprise Value and
Trust Units Qutstanding

Enterprise Value Trust Units Qurstandin;

n P! 2 —
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$15
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$15
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Pembira is conmitted to the cultivation of ongoing relationships with stakeholders
and to upholding its reputation of equitable dealings with local residents,
municipalities and Aboriginal communities who are affected by our operations.
We believe that our policy of open and honest dialogue with all stakeholders is key

to maintaining our corporate reputation and to attaining our business objectves.

The Federal government recently announced its intention to change the tax
treatment of income trusts in the future. While the proposed changes, if enacted,
will be unfavorable to the Fund, we are confident that they will not impede or
impair our core business plan. Management is considering various alternatives to
ensure that we continue to deliver maximum value to our Unitholders. We are
confident in our continuing success, whatever structural form our business may

take in the future.

We would like to take this opportunity to thank Donald Krogseth for his
contributions to Pembina’s Board of Directors. Mr. Krogseth served as a director
for almost five years. We thank him for his stewardship and advice and will miss

his leadership.

We are pleased to welcome Allan Edgeworth to our team of directors. Mr, Edgeworth
brings a great deal of knowledge to the Board and we look forward to his strategic

vision based on a wealth of pipeline experience.

We would alse like to congratulate Glenys Hermanutz on her appointment to Vice
President, Corporate Affairs. Glenys has 21 years of service with Pembina. She has
been a significant contributor to Pembina’s growth and is a key member of our

management team.

Pembina owes its success to our many emplovees who work diligently to ensure
that we meer our comimitments. We would like to thank all employees for their

dedication, focus, energy and vision.

Lastly, we would like to thank our Unitholders for their confidence and support.
We will do our utmost to continue to deserve your trust. We look forward to

continuing to deliver on our commirments in 2007.

Lorne B. Gordon Robert B. Michaleski
Chairinan President and Chief Fxecurive Officer
Pembina Pipeline Corporation Pembina Pipeline Corporation

Murch 8, 2007
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BUSINESS ovERVIEW Over its long operating history, Pembina has secured its position as a
premier service provider in western Canada’s oil and gas industry. Our extensive network of
pipelines and complementary energy infrastructure assets are strategically located to serve both
conventional oil and natural gas producing regions and the rapidly expanding oil sands.

Pembina’s conventional pipelines transported an average of 448,500 barrels per day
of conventional crude and NGLs m 2006. These pipelines deliver reliable, cost
effective transportation services to a diverse group of approximately 63 customers.
Pembina’s ail sands infrastructure provides 389,000 barrels per day of contracted
pipeline transportaton capacity and Pembina expects capacity contracted to oil
sands customers to increase to approximately 640,000 barrels per day by mid-2008.

Pembina maintains a diversified portfolio of assets which is structured to provide a
balance of fully-contracted and flexible, twll based revenue. Pembina employs this
strategy to promote the future stability and sustainability of our operations while

preserving potential upside and facilitating growth.

Pipeline integrity is imperative to our operations and Pembina is committed to
investing in state of the art technology to ensure the safe and dependable operation
of our pipeline systems. In 2007, Pembina expects to utilize guided wave technology
designed o detect corrosion on pipeline segments where the use of conventional
corrosion inspection tools is not possible. Our extensive pipeline inspection
program, which employs crack detection and corrosion technology, combined with
a related comprehensive repair program, contributes to the safe, reliable and

continuous operation of our pipeline systems.

Pembina’s muld-year Supervisory Control and Data Acquisition (“SCADA”)
system initiative progressed in 2006. The objective of this undertking is the
systems standardization across Pembina’s pipeline network. The final two pipeline
systems to be converted to the new SCADA system will be completed during 2007.
This new system will streamline SCADA operations and help ensure the consistent

operation of ail of Pembina’s operating systems.

1006 Operating Highlights

Conventional Pipelines Oif Sands hﬁu.rmt(mrr( n Midstreant Business Toral
2006 2005 2006 2005 2006 2005 2006 2005
Average throughput {mbhls/day) 448.5 4354 389.0 389.0 837.5 824.4
Revenue (§ millions) § 2230 § 2043 $ 621 § 3535 § 507 § 307 $ 3358 5 2905
Operating expense (§ millions) 89.9 80.4 24.8 18.5 4.3 3.8 119.0 102.7
Net operating income ($ miltions)™® $ 13301 $71239 8 373 0§ 370 8 464 § 269 $ 2168 §$ 1878

Average revenue ($/1bl)® $ 127 § 120 § 065 § 0.9 $ 105 § 104

1 Refer to “Non-GAAP Measures™ on page 36.
@ Midstream revenue is excluded in roral average revenne aalculation.

Y Revenue is contract-based and independent of utilization rates, therefore velunies reported ure contracted capacity.




Pembina’s extensive pipeline operations
are locited ar the center of activity
int the oil and natural gar industry

in western Canada.

PRINCE ©|
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Storage
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—— Conventianal Pipelines
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—— Oil Sands Pipeline Under Construction

— Pipelines by Others
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CONVYENTIONAL PIPELINES

Positive energy industry fundamentals benefited Pembina’s conventional pipeline
business during the vear. Active exploration in Pembina's service areas resulted
in cusromer requests for new pipeline connections and facility expansions and
upgrades. Incremental volumes from these new developments reversed the historical
trend of declining throughputs on the conventional systems and contributed to

Pembina’s stronger vear-over-vear aggregate operating performance.

Alberta

Pembina’s seven operated and two non-operated Alberta pipeline systems
transported an average of 425,800 barrels per day of crude oil and natural gas
liquids. For the second consecutive year, increased throughputs on the Alberta

systems have more than offset natural production declines.

Indusiry exploitation of the Nisku formation in south-central Alberta continued
in 2006. The three Nisku production batteries connected to the Drayton Valley
system contributed an average of 7,400 barrels per day in 2006. Pembina
anticipates that receipts from these batteries will increase to an average of 15,000

barrels per day in 2007, as producers’ operational issues in this region are resolved.
P 3 P P g

The reversal of the Calven pipeline occurred in early 2006. Volumes received
from this new source met Pembina’s expectations by mid-year, and contributed to
increased volumes on our Peace system. Pembina continues to develop a market for
the incremental 25,000 barrels per day of carrying capacity that was created by the

2003 Peace and Northern systems interconnection.

During 2006, Pembina developed new facilities to segregate high sulphur content
crude oil from light sweet crude oil on the Drayton Valley system. The addition of
$32 million in storage facilities and new pipeline will allow Pembina to preserve a
high quality crude o1l stream while providing enhanced services to our customers.
Pembina anticipates that these new facilities will become operational in 2007.

Simiiar facilities have been approved on the Peace systems for 2007.
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Business Overview

Pembina continues to monitor industry progress in the development of miscible
CO: flooading, a method of enhanced oil recovery. Pembina’s Swan Hills, Redwater
and Drayton Valley service areas have been identified by industry as amenable to
the application of this technology. Pembina has the capacity to transport
incremental production arising from the commercial development of CO; flooding
in these areas at very little additional cost. In addition, Pembina may have the
opportunity to participate in the construction of CQO: pipelines, utilizing its

existing infrastructure and rights-of-way.

British Columbia (“BC™)

Pembinas BC pipeline systems transport essentially all of the crude oil and
condensate produced in the province. The BC pipelines consist of: the provincially
regulated BC gathering system that deliver crude oil and condensate to the
Taylor transportadon hub, and; the Western system that delivers product to a
refinery in Prince George and further downstream to Kamloops under a negodated

tolling arrangement.

During 2006, Pembina’s BC gathering pipelines delivered an average of 32,300
barrels per day to the Taylor transportation hub and generated 64 percent of
our BC revenue for the year. Of that, 22,700 barrels per day were routed south
on the Western system with the balance transported eastward on Pembina’s

Alberta systems.

Pembina invested $13 million in the BC systems over the course of 2006 and
continues to work on major upgrades to its BC facilities. Pembina’s largest capital
undertaking in this area during the year was the Pine River Crossing project on
the Western system. The crossing was at risk of becoming exposed due to the
record rainfalls of 2005 and Pembina spent approximately $4.0 million to complete

this project.

As a part of Pembina’s ongoing pipeline integrity program, the southern half of the
Western system was inspected in 2006. Inspection on the northern half of the

system was completed in 2005,
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OIL SANDS INFRASTRUCTURE

Alberta Qil Sands Pipeline (“AQSPL")

Pembina’s AOSPL system provides synthetic crude oil transportation service to
Synerude, the worlds largest crude oil producer from oil sands. The AOQSPL
system operates under the terms of a long-term contract that provides for the flow
through of operating costs and is structured to aveid the impact of fluctuations in
commadity price or pipeline utilization. AOSPL revenue is determined by returns
on invested capital related to the contracted capacity of the pipéline and is not

impacted by actual pipeline throughput levels.

Following a $164 million expansion completed in 2004, the contracted capacity of
AOSPL s 389,000 barrels per day. Average throughput on AOSPL in 2006 of
263,500 barrels per day of synthetic crude oil was up from 218,700 barrels per day

in 2005. AOSPL contributed 18 percent of Pembina’y total revenue in 2006.

Horizon Pipeline

In 2006, Pembina executed definitive agreements with Canadian Narural
Resources Limited (“Canadian Nartural”) for the exclusive transportation of up to
250,000 barrels per day of synthetic erude oil from Canadian Nawrals Horizon Oil
Sands Project (“Horizon Project”), located 70 kilometres north of Fort McMurray,
Alberta, to Edmonton, Alberta. To accommaodate these volumes, Pembina is
expanding its AOSPL system by filling in the pipeline loops that were constructed
for the Syncrude expansion in 2004-2005. Pembina is working collaboratively with
its customer in the development of this project and, to mivgate risk, has secured
contracts for all of the major elements required to complete the three phases of
construction. The first phase of construction began in November 2006, and
Pembina expects the second and final phases to occur over the summer of 2007 and
winters of 2007 and 2008.

The total cost of this construction is estimared at $330 million and we antictpate
completion in mid-2008. Upon completion of construction, Pembina will have two
separate dedicated pipelines originating in the oil sands, the Horizon Pipeline and
the AOSPL Pipeline, with a total transportation capacity of approximately 640,000
barrels per day of synthetic crude oil. The Hortzon Pipeline will be operated under
the terms of a 25-vear extendible transportation agreement, which provides for a
fixed rerurn on capital invested and full recovery of operating costs. Pembina will
have the exclusive rights to construct any further pipeline expansions to the
Horizon Project. This expansion is an important step forward in Pembina’s overall

strategy of establishing its presence in the oil sands infrastructure sector.




4 Business Overview

Cheecham Lateral

The Cheecham Lateral, a 56-kilometre pipeline originating at a newly constructed
outlet on our AOSPL system, is capable of delivering up to 136,000 barrels per
day of synthetic crude oil to a terminalling facility near Cheecham, Alberta. This
new service, completed at a total cost of $42 million, generates fixed returns under
an extendible 25-year transportation agreement which provides for full flow-
through of operating expenses. Revenue contribution from this asset commenced
February 1, 2007.

Prospective Projects

Pembina is vigorously pursuing opportunities to further expand its operating
footprint in the oil sands region and, to that end, is actively engaged in preliminary

discussions with a number of parues.

We are exploring the potential to provide pipeline transportation service to several
of the multiple oil sands projects proposed by industry for development in the 2010
to 2015 tineframe. Pembina expects to participate in what is anticipated to be a
highly competitive process for the provision of transportation service to these
projects as they are progressed by their sponsors. We believe that our operational
and recent construction expertise in the area will enhance our likelihood of success

in capturing some of this new business.

As new oil sands extraction facilities currendy under development by the energy
industry progress toward operation, industry forecasts that the demand for
condensate utilized to facilitate the transportation of heavy oil will increase
measurably. In response to this anticipated demand, Pembina is in the process
of developing a condensate delivery system designed to transport 100,000 barrels
per day of imported condensate from the west coast of British Columbia to
Edmonton, Alberta. The project, estimated at a total cost of approximately
$1.2 bi}lion, enails the possible construction of a marine terminal at Kitimat, BC
and a 465-kilometre pipeline from Kitimat, BC to connect to Pernbina’s Western
System near Summit Lake, BC. The capacity of Pembina’s Alberta pipelines would
be expanded to accommuodate the incremental throughput. Pembina has progressed
discussions with a number of stakeholders including customers, governments, local

communities and First Nations with regard 1o this project.
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MIDSTREAM BUSINESS

Pembina’s midstream business exploits the inherent value of our extensive and
high-quality conventional pipeline asset base. Pembina expects the trend roward
vertically integrating services for producers to continue in 2007 and foresees the
establishment of services upstream and downstream of our existing pipelines in
coming years. This represents a natural extension of our conventional business. By
ateracting incremental throughput to Pembina’s truck terminals, storage facilides
and pipelines, we may realize greater revenues and possibly extend the useful life of
our conventional systems. These full-service offerings diversify Pembina’s business,

reduces its risk profile, and improves its ability to compete.

The anchor for Pembina’s midstream business is its 30 percent non-operated
interest in the Fort Saskatchewan Ethylene Storage Facility. This fully contracted
asset, which is the only large-scale underground salt cavern storage facility in

Alberta, provides Pembina with fixed returns over a rencwable 20-year term.

The net operating income contribution of the consolidated midstream business
was $46.4 million in 2006, up 72 percent, or 520 million, vear-over-vear. This
unprecedented growth was supported by the success of our midstream business in
2006, and in 2007, we expect further increases in cash flow from this segment as

new services are developed and implemented.

A History of Pembina’s Strategic Growth

Pembina continues to execute its proven business strategy through tae exploitation, expansion and acquisition of quality energy infrastructure assets.

= Enterprise Yalue ($ millions)

5144 million AQSPL
expansion complete. p
$2.500
Acquisition of 50% interest in the Calven pipeline
Alberta Ethylene Storage Facility for $185 million, connected to the
$2.000 Peace system.
Purchase of the $42 million
BC Gathering Pipelines Introduction of expanded Cheecham
$1.500 for $40 million. midstream service. Lateral complete.
Horizon Pipeline Horizon Pipeline
Purchase of AQSPL Project announced. construction
$1.060 for $225 million. commenced.
Purchase of
Federated Pipe Lines
$500 for $349 million.
50
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Pembina’s extensive network of conventional pipeline assets, significant footprint in the oil sands
region and rapidly expanding midstream services position us favorably to take advantage of the many
vertical integration opportunities that lie ahead.

Pembina’s ability to leverage its existing asset base and capitalize on synergies within its three
business segments unlocks value added opportunities for Pembina’s Unitholders.

Above: Tank farm located in Taylos, BC.
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Reliable and
Sustainable Operations * Excellent safety record

* Positive stakeholder relationships

= Limited environmental footprint

We believe that sustainability, our capacity to obtain stakeholder support for our business initiatives
and, our ability to attract and retain staff are prerequisites for our financial, safety and loss
management performance.

We steadily work towards our goal of continuous compliance and the universal goal of no accidents,
no harm, and an absolute minimization of our impact on the environment.

Left: Minimizing Pembina’s envivonmental footprint in nortbeastern BC,
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Building trust and credibility in the communities in which we work is of utmost importance to
Pembina. We are determined to cultivate positive relationships with stakeholders and to uphold our
reputation as an honest and ethical organization.

The following principles guide our
interactions with stakeholders:

PI'iHCipled DeVel()pment + Accessible

* Responsive

* Inclusive
+ Transparent
+ Respectful

+ Accountable

At Pembina we strive to ensure that the business maintains the human capacity and capability to
support our business plan and, to foster a culture which reflects the organization’s values of integrity,
stability, purposctulness, responsibility, respecttulness, and accountability.

Left: Construction of the Horizon Prpeline in winter 2007,



2 Health, Safety, Environment and Pipeline Integrity

HEALTH, SAFETY, ENVIRONMENT AND PIPELINE INTEGRITY Pembina is committed
to safe, sustainable, and efficient operations in all our business segments. We place a high priority
on protecting the health and safety of our workers, safeguarding the public, and minimizing the
environmental impact of our operations.

At Pembina, we believe a positive safety culure, continued excellence in environ-
mental protection and a strong overall loss management program is integral to our

ongoing business success.

Pembina’s management is cominitted to creating a safety/loss management culture
that goes bevond broad policy statements. All employees at Pembina are trained and
expected to conduct their business activities with a focus on safety, environmental

protection, and concern for our neighbors and stakeholders.

‘To guide these sustainable business practices, Pembina has developed a series of
loss management programs, plans, processes, and systems. These programs work
together to help ensure a consistent, systematic, and transparent approach to
pipeline construction, maintenance and operations, which facilitares continued

learning and improvement.

We believe there is a link between positive loss management culture and strong
husiness performance. In a year when Pembina was able to significantly increase
distributions, we also recorded a decrease of approximately 20 percent in overall
incidents relative to our three vear average. We believe business sustainability, our
capacity to obtain stakcholder support for expanding business initiatives, and
our ability to attract and retain staff are prerequisites for our financial and loss

management pcrformancc.

Pembina conducts its operations under the regulatory oversight of the Alberta
Energy and Utdlities Board (“EUB"), the BC Oil and Gas Commission and
the National Energy Board. We steadily work towards our goal of continuous
compliance and the universal goal of no accidents, no harm, and an absolute

minimization of our impact on the environment.

Worker Health and Safety

To help ensure the safety of our employees and those working on our behalf,
Pembina has developed and implemented a comprehensive safery management

system. This svstem is continuously reviewed, updated and improved.

In 2006, Pembina continued to reap the rewards of our strong commitment to
safety with onlv one minor lost-time injury and a commendable injury occurrence

rate of only 0.82 injuries per 200,000 hours worked.

Through our annual participation in a rigorous industry standard third-party Basic
Safety Program audit, Pembina received a Certificate of Recognition in the Parter-
ship Program with Alberta Human Resources and the Alberta Workers Compensaton

Board. We have maintained this distinction since inception of the program in 2000.

Pembina is a member of the Canadian Association of Petroleum Producers and, in
2006, maintained our standing as active gold-level participants in its Environment,

FHealth and Safety Stewardship Program.
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Pipeline Integrity Management
Integrity Management condnues to form the cornerstone of Pembina’s loss manage-
ment program with comprehensive programs, processes, and svstems dedicated to

the long-term safety and reliability of our pipeline infrastructure,

Pembina manages pipeline integrity through a comprehensive Integrity
Management Program founded on quality management principles, technical
programs, and system-specific analysis. The program incorporates industry best
practices and is designed to meet regulatory requirements including those
introduced by the EUB in 2006.

In 2006, Pembina continued broad implementation of our well-established
integrity programs and expanded the system-specific analvsis across our pipeline
network. Pembina had the opportunity to showcase its process and programs to a
wide andience at the International Pipeline Conference held in Calgary, Alberra,

and at other industry conferences conducted throughout the vear.

Pembina continued its aggressive inspection program in 2006 using sophisticated

in-line inspection technology to identify anomalies that may exist in our pipelines.

Where these tools identify features that do not meet Pembina’s high safery
standards, the features are excavated and repaired. This year, Pembina inspected
over 50 line segments for corrosion and continued our four vear program
inspecting two additional major line segments using industry-leading ultrasonic

crack detection technology.

To further protect the integrity of our pipelines against damage by third-party
excavarors or construction activity, Pembina maintains routine aerial patrols and
our long-standing membership in the Alberta and BC one-call systems. For 2006,
we also continued to enhance our comprehensive public awareness program and
developed an improved geotechnical database designed to help minimize integrity

hazarcs associated with ground movement.

Through umely execution and continuous improvement of our Integrigy Manage-
ment Program, Pembina is able to maintain the long-term safety and fitness-
for-service of our pipeline systems regardless of type, age, location, coating type or

operating history.

Envircnmental Protection and Stewardship

Pembina has a longstanding commitment to best practices in environmental manage-
ment. Our commitment to protection of the environment is executed through an
environment management system based on the principles of ISO 14000 and

designed to meet or exceed applicable regulatory requirements.

In 2006, we continued our program to reduce the long-term environmental
liabilicy associated with prior incidents. This vear Pembina completed remediation
activities on four historic leak sites across the system and received official
regulatory closure for the release that occurred on the Western system near
Chetwynd BC in 2000.
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Health, Safery, Environment and Pipeline Integrity

Part of Pembina’s commitment to continuous improvement is the annual evaluation
of environmental compliance and performance through third-party audit of our
operating districts. During 2006, Pembina’s Deep Basin District, including our
BC operations, was audited and no regulatory compliance or material deficiencies

were identified.

An additional metric in Pembina’s self-evaluation of environmental performance
is our spill rado per volume of throughput. As a testament to our increased
environmental focus, strong pipeline integrity programs, and decreased overall
impact to the environment, Pembina’ spill ratio has been steadily declining

since 2000,

For our recently approved Horizon Pipeline, Pembina worked closely with First
Nations, trappers, landowners, and regulators to develop environmental protection
plans and construction strategies that ensure maximum environmental protection
while maintaining project continuity. Pembina is currently working with the
Department of Fisheries and Oceans to develop innovative solutions to ensure our

project results in no net loss to important fisheries habitat,

Emergency Preparedness and Public Safety

While we expend substantial effort and capital on the safe operations of our
systems, pipeline failures can still occur. “To address this risk, and to ensure
maximum possible public safety, Pembina’s loss management program includes a

comprchensive EMmergency preparedness element.

Central to our emergency preparedness program is the continuous improvement
and upgrade of our Emergency Response Plans (“ERPs™). Expanding on the
extensive landowner, resident, and stakeholder database developed in 2005, these
regulatory-approved ERPs were upgraded in 2006 to include new maps for
High Vapor Pressure (“HVP") pipelines and new control point maps for select

liquids pipelines.

In addition, for 2006, all Pembina field staff received Incident Command System
training and now have enhanced capacity to manage emergencies using this
standardized incident management system. The effectiveness of Pembina’s
response planning is tested regularly through tabletop emergency exercises
conducted annually in each District, and, in 2006, with a full-scale HVP exercise in
Drayton Valley and a river spill response exercise on the North Saskatchewan
River. Pembina is also an active member of the Western Canadian Spill Services
Co-op, has full access to co-op response equipment, and participates in regular

emergency response exercises with other members,

Through comprehensive emergency preparedness programs and training, Pembina
is prepared to respond rapidly to emergency situations, minimize environmental
and safety impacts, and reduce service interruptions across our pipeline systems.
We also maintain a comprehensive insurance package to further mitigate the risks

associated with pipeline operations.
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ABORIGINAL & COMMUNITY RELATIONS AND HUMAN REsouRrcEks Good intentions are not
enough; ultimately we are measured by our actions. Through our community relations and human
resources practices and programs, Pembina endeavours to communicate openly and create a climate
of trust. We hold ourselves accountable for showing respect for individual and cultural ditferences.

Pembina representatives sign a protocol
agreement for the proposed condensate project
with the Kitselas First Nations group.

Left to right, standing: Chris Knight,

Fred MeKenzie, Neil Sterrit, Fred Kuipers.
Left to right, sitting: Chief Glenn Bennett,
Wilfred McKenzie, D. Fames Watkinson.

Aboriginal & Community Relations

Pembina is committed to establishing and maintaining posicive relationships with
the cornmunities in which it operates. We take our responsibility to keep stakeholders
and Aboriginal communities informed of our operational activities very seriously
and are committed to engaging them in open, transparent and meaningful
dialogue. Moreover, Pembina believes in mutually beneficial solutions and is firmly

committed to achieving these.

In 2006, Pembina held a series of 13 open houses throughout Alberta and BC to
discuss the proposed condensate project. At these open houses, our project team
made interactive presentations to local residents, agencies, municipalives
and Aboriginal communities and encouraged feedback and information-sharing
amongst all participants. Pembina also distributed 2 wide variety of informadon
and provided contact numbers to all interested stakeholders to ensure that they have

the knowledge and resources to stay informed and engage in ongoing dialogue.

Pembina adopted a formal Aboriginal Relations Policy in 2006, This policy
commits to honest and ongoing relationships with Aboriginal communities,
pledges to collaborate with Aboriginal communities to address mutual interests,
and encourages increased Aboriginal involvement through training, employment

and business opportunities.

Building trust and credibility in the communities in which we work is of uimost
importance to Pembina. We are determined to cultivate posioive relationships with
stakeholders and Aboriginal communites and to live up to our reputation as an
hones: and ethical organization. Pembina is continuously looking at ways to improve
its community relations and will contnue to develop policies and procedures to

idenaty and address the environmental, social and economic impacts of our operations.

—— -
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Aboriginal & Cammunity Relations and Human Resources

Pembina takes its corporate citizenship commitment seriously and demonstrates

this through the company’s comimunity giving initiatives. We are actively engaged
in supporting a wide variety of organizations delivering community and social
welfare, health, youth and education, and arts and culture services and programs in
the communities where Pembina’s employees live and work, Pembina’s leadership
promotes a corporate culture of giving and volunteerism through their visible personal
support of a number of charitable organizations and also through their endorsement

of Pembina’s corporate match for funds donated or raised by employees.

Human Resources

The sustained momentum of Pembina’s key business segments, combined with
Alberta’s fiercely competitive labour markets, created unprecedented employment
recruitment and retention challenges during 2006. Pembina continued to boast a
strong employee retention record in the face of robust employment opportunities
and a shrinking labour pool. Although Pembina’s voluntary turnover rate increased
to 8 percent in 2006, up from 6 percent in 2005, the organization’s reputation
as a fair employer served as a buffer against attrition rates of 12-13 percent

experienced by other companies with which we compete for skilled labour.

In 2006, Pembina’s emplovee count averaged 331. An average field workforce of
238 employees operated Pembina’s conventional pipeline and oil sands infrastructure
assets. The head office workforce of an average 93 employees provided engineering,

corporate and midstream services.

Pembina is determined to actract, develop and retain a skilied workforce with the
creativity, competency and commitment to attain our objectives. The role of human
resources is to link human needs to business needs in a way that benefits the individual
and the organization. At Pembina, we strive to ensure we have the human capacity
and capability to support our business plan and to foster a culture that reflects the
organization’s vahues of integrity, stability, purposefulness, responsibility, respect-
fulness and accountability. We do this through effective recruitment, selection,
retention and performance management and by providing appropriate work structure
and focus, policies and standards, opportunides for personal and professional

development and competitive compensation, benefits and rewards practices.

Pembina’s employee base mirrors the growth and diversity of our business
segments. Employees range in age from 19 to 66, with an average age of about
45 and an average length of service of 13 years. Succession planning is an important
component of Pembina’s business continuity and human resources strategy. We
have great confidence in the knowledge and abilities of our experienced personnel;
this is leveraged through coaching and mentoring relationships with newer

employees who bring recent education, knowledge, ideas and energy to Pembina.

We are proud of Pembinas workforce and the results achieved through their

collective efforts, creativity and integricy.
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CORPORATE GOVERNANCE PRacTICES The Board of Directors of Pembina Pipeline
Corporation, a wholly owned subsidiary of Pembina Pipeline Income Fund, recognizes that good
corporate governance is vital to maintaining the trust and confidence of the Unitholders of the
Fund. The Board is therefore committed to achieving best practices in corporate governdnce.
Pembina’s corporate governance complies with all applicable Canadian securites laws.

The Board, which is responsible for overseeing the
governance of the Fund, is currently composed of seven
directors. Management is, however, looking at expanding
the number of directors on the Board as Pembina’s business
contnues to grow and diversify. All directors are elected by
Unitholders at the annual meeting of the Fund. Six of the
current directors, including the Chairman of the Board, are
independent within the meaning prescribed by Canadian
securities laws. Mr. Michaleski, the President and Chief
Executive Officer of Pembina, is the only director who is not
independent. Recognizing the importance of having a
majority of independent directors, the Boeard regularly
reviews the relationship between each director and Pembina.
" If, at any time, a director’s interests conflict with those of
Pembina, the director must absent himself from the portion
of the meeting discussing the matter in which there is a
conflict and is prohibited from voting on it. Alse, to ensure
that the Board functions independently of management, at
each Board meeting, the independent directors have

developed a practice of meeting separately from management.

Through special and regularly scheduled meectings, the
Board oversees the conduct of the business of the Fund and
supervises the activities and operations of management,

which is responsibie for the day-to-day conduct of the Fund’s

business. The Board’s fundamental objectives are to enhance
and preserve the cash to be distributed by the Fund’s
operating subsidiaries to the Fund, to enhance and preserve
long-term value to the Fund, to ensure that the Fund and
Pembina meet their obligations on an ongoing basis and to

ensure that Pembina operates in a reliable and safe manner.

In exercising their powers and discharging their duties, the
directors must act honestly and in good faith with a view to
the best interest of the Fund and exercise the care, diligence
and skill that reasonably prudent people would exercise in

comparable circumstances.

‘There are three Board committees, each of which are ma:ide
up of three independent Board members. These committees
arc the Audit Committee, the Human Resources and
Compensation Committee and the Health, Safety, a':nd
Environment Committee. Each committee has its own
defined mandate and meets pericdically during the year:lto
fulfill its duties and responsibilities. At a minimum, the Aujldit
Committee meets quarterly, both with management and the
auditors of the Fund, as well as separately with the auditd_rs.
At a minimum, the Human Resources and Compensati.:on
Committee and the Health, Safety, and Environmént

Committee meet semi-annuaily.
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Corporate Governance Practices

Audit Committee i

The Audit Cominittee has the authority to investigate any

activity of the Fund, Pembina or its subsidiaries. The Adﬂit

Committee may retain persons having special BXPB[‘USC“ to

assist it in fulfilling its responsibilities and set and pay the

compensation for any advisors employed.

Certain of the major responsibilities of the Audit Committee

include:

i)

iii)

v)

vi)

vii)

to ensure that Pembina and the Fund have implemented
appropriate systems to identify, monitor and mltlgate

significant business risks; 1;

to ensure that Pembina has implemented appropri%ite
systems of internal control to ensure compliance wjith
legal, ethical and regulatory requirements and that these
systerns are operating effectively; h

to ensure that Pembina has implemented approprlate
systems of internal control to ensure compliance withits
policies and procedures and that these systems are

operating effectively; h

to review any financial forecasts or budgets of Pembma
or the Fund as they relate to their operations, which are

disclosed in any public document;

to recommend the firm o be appointed as the Funﬂ's
external auditors and their remuneration and to meer
separately with the external auditors and management to
discuss the Fund’s financial statements and any issues
arising there from; ‘
i |

to review the Fund’s interim and annual consolida‘t:ed
financial statements, Management’s Discussion and
Analysis and earnings press releases before they are
publicly disclosed and ensure that they are faiji‘ly
presented in all material respects in accordance with
generally accepted accounting principles and ensure Fhe

selection of accounting policies is appropriate; |

to be satisfied that adequate procedures are in place for
the review of the disclosure of financial mformat:on

extracted or derived from financial statements; jj

viii) to ensure the external audit function has been effectively
carried out, including addressing any problem or restrictions

encountered by the external auditor with management;

ix) to receive and review reports from the corporate
Pension Committee of Pembina and to recommend or
approve changes as appropriate with respect to risk
management of pension assets and liabilides, actuarial
valuations as required by statute, the Statement of
Investment Policies and Procedures, funding policy and

fund performance for the pension plans; and,

x) jointly with the Human Resources and Compensation
Committee, report on the status of the pension plans to
» TEP P P

the Board at least annually.

Health, Safety and Environment Committee

The Health, Safety and Environment Committee has the

following advisory functions, duties and responsibilites:

i)y to ensure Pembina maintains written policies, which
meet or exceed industl;y standards, and address risk
management, accident reporting, and contingency
planning in order to protect the health and safety of
both employees and the public, and safeguard the

environment, and to approve such policies;

i) rto ensure Pembina establishes and maintains a health,
safety and environment management program in
compliance with its health, safety and environment
policies, and does so in a manner which meets or exceeds
industry standards and' applicable health, safety and

environmental laws; and,

iti} to ensure that Pembina regularly undertakes compliance
reviews to monitor its performance and to receive and”
review such compliance reviews and other reports of the
corporate Safety and Environment Committee in order
to report to the Board with respect to Pembina’s health,

safety and environment record.




Human Resources and Compensation Committee

The Human Resources and Compensation Commaittee has

the following advisory funcrions, duties and responsibilities:

i) through discussions with the Chief Executive Officer, to
establish a performance management program for the
Chief Execudve Officer, set specific performance goals
and measures each year for the Chief Executive Officer
and assess the performance relative to the goals, and
assure alignment of these goals with Pembina’ business
plan and provide compensation criterta for senior

m:magement;

il) to review with the Chief Executive Officer the officer
and management structure and principal programs for
leadership development and succession planning of
officers other than the Chief Executive Officer, and
monitor progress and development of officers and key

management in accordance with succession plans;

ili) to receive and review reports from the corporate
Pension Committee of Pembina and to recommend
or approve changes as appropriate with respect to
pension plan design and benefit matters, pension plan
administration, plan member communication and
education including any applicable compliance or

disclosure requirements pertaining to these areas;

iv) to review and approve changes to the company’s

employment benefit plan; and,

v) jointy with the Audit Committee, report on the status

of the pension plans to the Board at least annually.
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The Board has approved a Corporate Governance Manual af
the Fund that sets out the dudes and expectations of the
Board, its committees and the management of the Fund.
This manual is reviewed and updated periodically to ensure
ongoing compliance with evolving corporate governance

best practices.

Readers are referred to the Information Circular relating to
the Fund’s 2007 annual general mecting where a morjc
detailed overview of the Fund’s corporate governancé
practices, including the disclosure required under applicablé
Canadian securides laws, is contained under the heading

“Statement of Corporate Governance Practices”.

Committees
Human Resources Health, Safery .
- Andir and Compensation | and Enviromment :
Executive Directors Commitrer Conamnittee Committee
Lorne B. Gordon .
David. A Bisserr . .
Allan L. Edgeworth . .
Myron I Kanik .
David N. Kitchen . .
Robert F. Taylor .




k2] Board of Directors

BOARD OF DIREcToRrs The responsibility of the Board of Directors is to supervise the
management of the Fund, Pembina Pipeline Corporation and all entities controlled by either of
them in the best interests of the Unitholders.

David A. Bissett  Director since May 2001.

Mr. Bissetz, a lawver and CFA charterholder, is the founder of Bissett and Associates Investment Management Lid., now a
division of Franklin Templeton Investments. Mr. Bissett founded Bissett & Associates in 1982 after serving as Vice President,
Investments of a national life insurance company and managing the western aperations for a major Montreal hased investment
manager. Mr. Bissett is a past Chairman of the Canadian Council of Financial Analysts, past President of the Calgary Society of
Financial Analysts and past Chairman of the Alberta Council of the Canadian Pension Conference. Mr. Bissett is actively
involved in the governance of several private corporations and community groups.

Allan L. Edgeworth Director since Fuly 2006.

M. Edgeworth has an extensive energy pipeline hackground, having held a number of positions at the senior executive level, che
most recent being President and CEO of Alliance Pipeline from 2001 s 2004. He is currently President of ALE Energy Inc.
and a Director of TSX-listed AltaGas Income Trust and Emera Inc. He is also 2 Commission Member and Direcror of the
Alberta Securities Commission. Mr. Edgeworth has served on various related industry association boards including the Interstate
Natural Gas Association of America, the Canadian Gas Association and is a past Chair of the Canadian Energy Pipeline
Association. He is actively engaged in various community and charitable endeavors. Mr. Edgeworth holds a Bachelor of Applied
Science in Geological Engineering and is a graduate of the Queen’s Executive Program.

Lorne B. Gordon Chairman of the Board since October 1997,

Mr. Gordon was President and CEO of Pembina Corporation from 1985 to 1993, Mr. Gordon served as Chairman and Director
of the Canadian Energy Research Institute from December 1994 to March 1997, He is past Chairman of the Canadian
Petroleum Association, founding member of the Board of Governors of the Canadian Association of Petroleum Producers, and
current Director of Mancal Corporation, Mancal Energy and Mancal Coal. Mr. Gordon received his Chartered Accountant
designation in 1971.

Myron F. Kanik  Director since Ocrober 1997,

Mr. Kanik was previously with the Alberta Department of Energy and served in various capacities, including Deputy Minister.
Mr. Kanik was President of the Canadian Energy Pipcline Association from 1993 to 1999, Mr. Kanik is currenty a Director of
T8X-listed AlaGas Income Trust and C8 Petroleum Exploration and serves on the Calgary Region Health Board. He is actively
engaged in the governance of several not-for-prafic organizations. Mr. Kanik is a graduate in Economics and Mathemaics from
the University of Saskatchewan.

David N. Kitchen Director since April 1999, Trustee October 1997 — 1993,

Mr. Kitchen was Senior Vice-President and General Manager, Alberta and Northwest Territories with the Royal Bank of Canada
from 1986 to 1996, and Senior Vice President, Global Energy Group of the Roval Bank from 1984 to 1986. Mr. Kitchen has
an Honours Degree in Political Science and Economics from the University of Toronto and is a graduate of the Executive
Program in Business from Columbia University, New York. Mr. Kitchen is affiliated with several educational and other not-for-
profit organizations.

Robert B. Michaleski President and Chicf Executive Officer of Pembina Pipeline Corporation and Divector since January 2000.
Mr. Michaleski was appointed Controller of Pembina in January 1980 and Vice President Finance in September 1992, In
connection with Pembina Pipeline Income Funds initial public offering in October 1997, he was named Vice President Finance
and Chief Financial Officer of Pembina. Mr. Michaleski is currently a Director of T5X-listed Real Resources Inc., and two
private companies. Mr. Michaleski holds a Bachelor of Commerce (Honors) degree and received his Chartered Accountant
designation in 1978.

Robert F. Taylor Director since October 1997,

M. Taylor was 2 Director of Shell Canada Limited and President of Shell Canada Products prior to his retirement from the
company in 1996. He beeame Executive Vice President of Shell Canada Resources in 1991, following three years with Shell
Internatonal Petroleum Company in Londan, England. He is currently a Director and Corporate Secretary of McFAY
Holdings Limited, a private company engaged in land development projects and Sempa Power Systems Limited, a private
consuling company with a focus on reducing energy costs and greenhouse gas emissions and energy use for clients across
Canada. He is actively involved as a Director of The Duke of Edinburgh Commonwealth Study Conference Canada Inc. In
1999, he was recognized by Her Majesty Quecn Elizabeth TT with the award of a Lieutenant of the Royal Victorian Order (LVO).
Mr. Taylor received his Chartered Accountant designation in 1965,
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CODE OF CORPORATE REsPONSsIBILITY At Pembina, good corporate governance means
more than an independent and accountable Board of Directors.

Pembina’s commitment to fostering and maintaining best
practices in corporate governance extends to every level
of the organization, from the Board to the management and
to every employee. A four-part Code of Corporate
Responsibility (the “Code™) governs all Pembina employees
and ensures that there is consistency in how they conduct
themselves in their relationships with other employees, with
stakeholders, with host communities and with government
and regulatory bodies, Every employee at Pembina is
required to read and sign off on all four components of the
Code to confirm their personal commitment to comply with

Code at all times during their employment with Pembina.

1) Code of Ethics

Pembina’s reputation is one of its most importznt assets.
Over the past nine vears, Pembina’s Board, management
and employees have worked hard to establish an excellent
reputation. To maintain this reputation, it is imperative that
all current and furure employees abide by the Code of Ethics
by agreeing to:

behave honestly;

act with integrity;

when acting on behalf of Pembing, treat everyone with

respect and courtesy;

maintain confidendality to protect corporate, personal
and third party information;

take responsible steps to avoid any conflicts of interest,

either real or perceived;

behave in ways which uphold and reflect Pembina’s
values;

never use power and status to gain undue benefit or

advantage over others;

treat communittes and the environment in which we

operate with respect; and,

always comply with the law and relevant legislation.

2) Commitment to Privacy

Pembina values all of its employees and is determined rP
safeguard their personal information from misuse ér
disclosure. Pembina takes its commitment to privacy
seriously and all employees of Pembina are expected fb
honar this commitment. Pembina’s Employee Privacy Pol]cy
is in compliance with the Personal Informaton Protectlon
and Electronic Documents Act (“PIPEDA™). Spemfcally,
Pembina is bound by the ten principles adopted by PIPED{\
to protect personal information. These principles include:
accountability; identified purpose; consent; lhimiting
collecton; limiting use; disclosure and retention; accuracy;
safeguards; openness; individual access; and, challenging

compliance.

3) Commitment to a Respectful Workplace

This policy defines a respectful workplace as one where every
persan in the workplace is free from harassment based oin
race, natonal or ethnic origin, color, religion, age, Se;f,
sexual orientation, marital status, family starus, disabilify
and pardoned conviction. Every employee at Pembina lS
responsible for maintaining a respectful workplace and for
taking appropriate action if they witness incidents Qf
harassment. This policy outines procedures for rcsolviﬁg
harassing behavior, including facilitated problem solviné,
mediation and a formal complaint process. This policy also
guarantees the confidentality of any person making (j)!r
reporting a complaint.
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4) Commitment to Health, Safety and Environment

Pembina is committed to conducting business in an environ-
mentally and socially responsible manner. Specifically, this
policy sets out Pembina’s obligations to:

i) identify risks to health, safety and the environment, and
to establish appropriate programs and procedures to
reduce these risks to an acceptable level,

ii) develop and maintain standards of performance, which
meet or exceed regulatory requirement and industry
standards, and provide the training necessary for
employees to understand and meet these standards;

iii} insist that our employees and contractors conduct their

activities in accordance with Pembina standards;

iv) maintain regular monitoring and reporting on health,
safety and environmental performance to ensure timely

improvement in operating practices;

v)  promote and maintain communications with the public
affected by our operations so that we can address their

concerns;

vi} develop and maintain emergency response plans
their

-

appropriate for our operations and test

effectiveness on a regular basis; and,

vii) emphasize reducing, reusing, recovering and recycling
materials used in our day w day operations.

By signing this policy, every employee of Pembina agrees to
take an active role to protect the health and safety of other
employees and members of the general public who are
affected by Pembinas activities and to do their part to

safeguard the environment in which Pembina works.

Pembina takes its commitment to fostering and maintaining
an ethical organizadonal climate very seriously and all employees
of Pembina are expected to honor this commitment. Every
Pembina employee is given a personal copy of the four-part
Code of Corporate Responsibility and is expected to be
familiar with it. Employees are encouraged o refer to these
policies whenever they are uncertain as to the hehavior expected

of them and to ask questions if they need clarification.

In the event that an individual reports a violation of the
Code, Pembina is committed to treat them fairly and to

respect their privacy.

Pembina takes pride in its reputation for good governance
and believes that this four-part Code sets in place a
comprehensive system of corporate governance at all levels

of the organization.

A copy of the Code of Ethics is available on the fund’s
website at www.pembina.com or on the Funds’ SEDAR
profile at www.sedar.com.
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M D & A The following discussion and analysis of the financial results of Pembina Pipeline Income Fund
(“Pembina” or the “Fund”) dated March 8, 2007 is supplementary to, and should be read in conjunction
with, the Audited Consolidated Financial Statements for the vears ended December 31, 2006 and 2005.

This MD&A has been reviewed by both the Audit Committee and the Board of Directors. All
amounts are stated in Canadian Dollars unless otherwise specified.

2006 Highlights and Selected Information (W2

Years ended December 31 (in millions of dollars, except per Trust Unit amounts and where noted) 2006 2005 2004
Revenue $ 3358 3 290.5 $ 276.1
Operating expenses . 119.0 102.7 105.0
Net operating income ) 216.8 187.8 174.1
EBITDA® . . 184.2 169.5 158.0
Interest on long-term debt 249 23.9 24.1
Interest on convertible debentures 7.7 16.6 19.9
Net earnings before taxes ' : 64.6 42.8 293
* Net earnings . 88.9 704 60.4
Net earnings per Trust Unit — basic and diluted 0.73 0.65 0.60
Distributable cash® 148.2 1234 110.5
Distributed cash & 142.3 113.5 106.2
Distributed cash per Trust Unit® . 1.165 1.05 . 105
Trust Units outstanding {weighted average, thousands of Units) i 122,094 108,108 V 101,139
Trust Units outstanding (end of year, thousands of Units) 126,218 113,897 102,933
Total enterprise value @ 2,655.1 2,500.2 2,134.8
Capital expenditures 168.9 79.5 58.0
. Total assets 1,676.2 1,559.1 1,548.9
Total long-term financial liabilities 752.6 763.8 865.6

Y Pernbing Pipeline Income Fund distributes cash generated by the pipeline operations of Pembina Pipeline Corporation and otber operating subsidiaries.
) Refer to “Non-GAAP measures” on page 36,

Left: Construction of the Horizon Fipeline in winter 2007.
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Management’s Discussion and Analysis

FORWARD-LOOKING INFORMATION AND STATEMENTS

The information presented in this Management’s Discussion and Analysis (“MD&A”) contains certain forward-looking
statements and information that are based an the Fund’s current expectations, estimates, projections and assumptions in light

of its experience and its perception of historical trends. In some cases, forward looking statements and information can be _

identified by the terminology such as “may”, “will”, “should”, “expects”, “projects”, “plans®, “anu'cipates", “intends”,

”y o

“targets”, “believes”, “estimates”, “continue”, “designed”, “objective”, “maintain”, “schedule” and similar expressnons In
particular, this MD&A contains forward-looking statements with respect to: future stability and sustainability of cash
distributions to Unitholders; ongoing expansions of and additions to our asset base; future growth and growth potential in
Pembinas conventional pipelines, oil sands infrastructure and midstream operatons; potendal revenue enhancement;
continued high levels of oil and gas activity and increased oil and gas production in proximity to our pipelines and other
assets; additional throughput potential on additional connections; expected project start-up and construction dates; future
distributions, payout ratios and taxation of distributions; the completion of future debt and equity financings; future capital
expenditure requirements; the future development of the condensate project, CO; flooding, full service truck termmals and
the expansion of midstream services. i

These statements are not guarantees of future performance and are subject to a number of known and unknown risks and
uncertainties, including but not limited to, the impact of competitive entities and pricing, reliance on key-alliances and
agree'ments, the strength and operations of the oil and natural gas production industry and related commodity prices,

reguldtory environment, tax laws and treatment, fluctuations in operating results and certain other risks detaifed from time -

to time in the Fund’s public disclosure documents. The Fund believes the expectations reflected in these forward-looking
statements and information are reasonable as of the date hereof but no assurance can be given that these expectations will
prove to be correct. Undue reliance should not be placed on these forward-looking statements and information as both
known and unknown risks and uncertainties, including those business risks stated above, may cause actual performance and
financial results in future periods to differ materially from any projections of future performance or results expressed or
implied by such forward-looking statements and information. Accordingly, readers are cautioned that’events or
circumstances could cause results to differ materially from those predicted. Such forward- looking statemems and
information are expressly qualified by the above statements. The Fund does not undertake any obligation to update publicly
or revise forward-looking statements or information contained herein, except as required by applicable laws.

NO?“-GAAP MEASURES

The financial statements-of the Fund are presented in Canadian dollars and in compliance with Canadian generally accepted
accounting principles (*GAAP"). Throughout this MD&A the Fund and Pembina use the following terms that are not
defined by GAAP

Distributable cash The amount of cash that is available for distribution before retaining 4 portion as reserve to, absorb the
impact of material one-time events and to reduce bank indebtedness. Nor all available cash is distributed to Unitholders.

Distributed cash The amount of cash that has been or is to be available for distribution to the Unitholders. Distributed cash
is calculated pursuant to the terms of the Declaradon of Trust.
Distributed cash per Trust.Unit Calculated on a weighted avérage basis using basic and diluted units outstanding during

.

the year.

Earnings before interest, taxes, depreciation and amortization (“EBITDA™) Net income plus depreciation and

amortization, financing charges and income taxes.
Eni;erprise value Calculation based on the market values of Trust Units and Debentures at December 31, 2006 plus senior debt.

Net operating income Revenues less operating expenses.

Management believes that in addition to net earnings, the above noted items are useful measures. They.provide an indication
of the results generated by the Fund’s business activities prior to consideration of how the activities were financed or how
the results are taxed. Investors should be cautioned however that distributable cash, distributed cash, EBITDA, enterprise
value and net operating income should not be construed as alternatives to net earnings, cash flow from operating activities
or other measures of financial results determined in accordance with GAAP as an indicator of the Fund’s performance.
Furthermore, these measures may not be comparable to similar measures presented by other issuers.

MATERIALITY ‘ }
For the purposes of the MD&A and the financial statements and for the purposes of general disclosure to the investment
community, Pembina considers an item or event to be material if the omission or misstatement of an item of information or
event, or an aggregate of such items or events, would influence or change a decision to buy, sell or hold the Fund’s securities.
In order to determine what information would be considered as material, Pembina’s review includes, but is not limited to,
determination as to the effect on income and operating costs, future impact to operations and overall rerurns’to Pembina.
Outside legal counsel is also consulted with respect to the required disclosure applicable to certain matters. .
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OVERYIEW

Vision, Strategy and Growth

Pembina’s principal objective is to provide a stable stream of distributions to Unitholders that is
sustainable over the long-term while pursuing opportunities for enhancement through accretive growth.
Pembina believes the most prudent manner to achieve this objective is to maintain and to develop assets
around Pembina’s hydrocarbon-liquids services business within western Canada. This business is
developed through the continuous improvement and ongoing expansion of Pembina’s asset base and the
acquisition of quality energy infrastructure assets. To Pembina, “quality” means assets that are imbued
with inherent competitive advantages, which are under long-term contract with credit-worthy customers,
and either service or are in close proximity to long-life and economic hydrocarbon reserves. This strategy
is intended to generate stable or increasing per-unit cash distributions to Pembina’s Unitholders over the

long-term.

The primary objective for Pembina’s conventional pipeline assets in Alberta and British Columbia (“BC”)
is the maintenance of operating margin contribution while pursuing opportunites for increased
throughput and revenue enhancement. Margins are maintained through incremental volume capture, use
of toll management, strict adherence to operating cost control, expansion and asset rationalization. By
offering cost-effective, competidvely positioned and reliable transportation services to our customers,

Pembina undertakes to attract new business to its conventional pipeline systems.

Pembina intends to leverage its uniquely positioned infrastructure and operating knowledge in the oil
sands sector to pursue future opportunites in this key development area. Pembina’s existing oil sands
assets, and those recently developed or currently under development (primarily the Cheecham Lateral
and the Horizon Pipeline, 1espectively), offer fully contracted and long-term returns which provide a
secure stream of stable cash flow o the Fund. Further cxparision of Pemnbina’s business interests in this

area is a priority.

The ongoing expansion of Pembina’s midstream business is also a priority. Pembina intends to continue to
initate new terminalling, starage and hub services over segments of its conventional pipeline systems.
Pembina anticipates that this integration strategy will produce significant benefits to both pipeline customers
and Unitholders of the Fund, by expanding the range of services offered, extending the economic life of

Pembina’s conventional asset base and by providing substantial revenue enhancement potential.

Financial Management

Pembina maintains a conservative debt structure that allows it to finance its day-to-day cash
requirements through its operadons, without requiring external sources of capital. Pembina funds its
operating commitments, short-term capital spending as well as its distributions to Unitholders through
this cash flow, while new borrowing and equity issuances are reserved for the support of specific

, significant development activities. Long-term debt is comprised of bank credit facilities, senior secured
and unsecured notes and convertble debentures, all of which are denominated in Canadian Dollars.
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Corporate Governance

Pembina is committed to the highest standard of corporate governance and ethical practice, both within
the corporate boardroom and throughout its operations. Pembina’s Code of Ethics which is available on
the Fund’s website at www.pembina.com and on the Fund’s SEDAR profile at www.sedar.com outlines
our vision, strategy and commitment to fair and ethical practices. The Code of Ethics establishes a high
standard governing the activities of Pembina’s employees, executive and Board members, and reiterates
Pembina’s commitment to privacy and the protection of confidential information, a safe, healthy and
respectful workplace and environmentally sound operations. Beyond this, Pembina maintains a culture

of strong corporate governance and it ensures that it is in compliance with all existing rules and

regulations-of the governing bodies under which it operates. These corporate governance practices are -

not limited to internally focused activities. Pembina places a great deal of importance on community

involvement and maintaining good relationships with all stakeholders.

Reporting and Disclosure Controls and Procedures

As part of the requirements mandated by the Canadian sccurities regulatory authorities under
Muttilateral Instrument 52-109 “Certification of Disclosure in Issuer’s Annual and Interim Filings”,
the Chief Executive Officer and the Chief Financial Officer have evaluated Pembina’s reporting and
disclosure controls and proéedures as of December 31, 2006. It was concluded thac the disclosure
controls and procedures are effective in ensuring that the information disclosed in the financial
statements, the annual report and other filings to the Canadian securities regulatory authorities are
accurate and complete and filed within the mandated dmelines: These reporting and c_lisclbsure controls
provide reasonable assuraffce_ that the information that Pembina is required to disclose is appropriately

accumulated and communicated to Pembina’s management in a dmely manner.

“The' certifying officers are also responsible for establishing and maintaining internal control over

financial reporting. These controls are designed to provide reasonable assurance regarding the reliability
of our financial reporting and compliance with Canadian generally accepted accounting principles in our
consolidated financial statements. The Fund has designed such controls and confirms that there have
been no changes that occurred during the year that have materially affected the Funds internal control

over financial reporting.

New Developments and Outlock

Since its initial public offering in 1997, Pembina has established a portfolio of high-quality infrastructure
extending across the growing areas of the energy business in Alberta and BC. This portfolio of long-life
assets provides diversificaton across the hydrocarbon liquids spectrum as well as between toll-b'.?sed and
fee-for-service based infrastructure assets. This portfolio approach provides sta.bility and sustainability of
Pembina’s operations, and a resilient base for distributions to Unitholders.

Pembina is optimistic that record levels of new developments on the Alberta system may provide, for the

‘near future, year-over-year increases in cash flows offsetting natural production declines. Throughput

volumes on several existing connections are expected to increase and two new meaningful connections
are expected to come on-stream in mid-2007. Pembina also continues to work with customers in
attracting new Natural Gas Liquids (“NGL”) volumes. BC volumes are expected to see continued natural
declines in throughputs in 2007. '

-

) oy
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During 2006, Pembina commenced the development of a condensate project from Kitimat to Summit
Lake, BC. If completed, the proposed pipeline will have the capacity to transport 100,000 barrels per day
of condensate, to supply the rapidly growing oil sands developments in north-east Alberta. Pembina has
progressed discussions with a number of stakeholders, including customers, governments, local

communides and First Nadons regarding this project.

With the completon of the construction of the Cheecham Lateral and the commencement of the
expansion for the Horizon Pipeline, Pembina has solidified its position among the largest of the oil sands
infrastructure players in western Canada. Both transportation agreements have a minimum 25-year term
and provide Pembina with a solid operadng base in the region, as weil as consistent operating revenue
over the life of the agreements. Combined with the existing Alberta Oil Sands Pipeline (“AOSPL”},
Pembina anticipates that it will have capacity to transport approximately 640,000 barrels per day of
synthetc crude oil produced from oil sands by the end of 2008, with exclusive rights to provide further
transportation capacity to Canadian Natural Resources Limited’s Horizon Oil Sands Project (“Horizon

Project™) should it be required.

Pembina continues to expand its midstream business operations with the 2006 implementation of new
services across segments of its conventional pipeline systems. Pembina expects the trend toward vertically
integrating services to continue into 2007. Pembina is investigating offering services upstream of its
existing pipelines through the development of full service ruck terminals. Pembina anticipates that any

revenue from these activities will be primarily tariff based.

In July, Pembina announced an increase in its annual distribution rate to $1.20 per Trust Unit, effective
August 1, 2006 and in December, announced a further increase to $1.32 effective with the January 2007
distribution paid February 15, 2007. The maintenance of and future increases in the distribution are
subject to expansion of Perabina’s operations, however in the near term management expects that

operations will remain robuss and the new distribution level will be maintained.

Pembina expects the significant level of industry activity in our service areas experienced in 2006 to
continue in 2007, This industry activity may result in further increases in the costs for materials and
services to which Pembina will respond through our established programs of cost control, toll
management, and asset rationalization. There will continue to be growing demands relating to the
inspection and maintenance of our asset base from both a regulators and prudent operators perspective.
Pembina will safely manage and operate all of its systems and infrastructure while ensuring overali

operating margins are maintained.

The numerous expansion and growth initiatives spanning all three of our business segments lend
confidence to Pembina’s continuing ability to meet its business objectives and to generate swble,

sustainable distributions to Unitholders.
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Results from Operations

2006

2005

(in millions of dollars, except where noted)

Net operating
Revenues

fncome V)

Net operating

Revennes incomeV

: - - | Conventional Pipelines
N _Oil Sands Infrastructure
Midstream Business

$ 2230 $ 1331
62.1 37.3
50.7 46.4

$ 2043 $ 1239
55.5 37.0
30.7 269

Total $ 3358 $ 2168 $ 290.5 § 1878 -

T : “)-Rcfer 20 “Non-GAAP Measures” on page 36. < -z

- o ' Consolidateci_ revenue in 2006 was $335.8 million, a 15.6 percent increase from 2005 revenue of
- ~ | $290.5 million. The increase is due to a combination of higher tolls resulting from increased operating ~ * - o
o costs and éapital expenditures and higher throughputs on the conventional pipeline systems. Adtiidonally, -
R higher flow through operating expenses and incremental rerurns on rate base additions on t}{e AOSPL . -
. system as well as the positive impact of the continued growth of the midstream business operations e
also contributed to the increase in revenues. The conventional plpehne systems generated_revenue of )
- . - | $223.0 million in 2006, an increase of $18.7 million or 9.2 percent compared to revenue 0f$204 3 million i

- . in 2005. The oil sands systems generated revenue of $62.1 million in 2006, an increase of $6.6 million or
" 11.9 percent compared to revenue of $55.5 million in 2005 of which $6.3 million relates to flow through S
R of operating expenses. The midstream operations generated revenue of $50.7 million in 2006, an increase _
- : ~ of $20 million from 2005 midstream revenue of $30.7 million, a 65 percent increase over fast year. -

Net operating income in 2006 was $216.8 million, a 15.4 percent or $29 million increase from 2005 net L .

operating income of $187.8 million. The increase in revenues of $45.3 million is offset by a $16.3 million e
: or 15.8 percent increase in operating costs from $102.7 million in 2005 to $119.0 million in 2006. Higher o
<. operating expenses were partly due to increased maintenance spending and higher power costs. L

Consolidated Revenues Operating Costs Compaosition of 2006 Oper-ating Costs
B & (S millions) Average “'(‘;',::;;” @ ($ millions) - (S/bl) — ) o
- 3I8% Maintenance - .
N $300 - E $1.50 $100 . il $0.50 25% Operations/Other "
$250 . g i EETPL . i R
- - - ' il $0.40 o
$200 | .L: 4 $1.00 ] i 3 A E |9% Power .__ -
T _ ss H H 1 $0.30 .
- ¥ — - =
: 3150 - H }4% Property Tax s
il o W K 30.20 - =
$100 ! 4% Insurance -
‘ 1 B[ i ) . -
$50 $20 $0.
K H 1 H 1 -
¥ b P .
50 LI A ‘ H so FEa
- 02 0 02 03 o4 05 06 ) ST

N - . 7 S
e P - oo B
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CONVYENTIONAL PIPELINES

2006 Lo 2005
(in meiilions of dollars, except where noted) Alberta BCO Alberta BCW®
Average throughput (mbbls/day) 425.8 227 411.6 238
Revenue | $1952 § 27.8 $ 1790 § 253
Operating expenses 721 17.8 65.4 15.0
Net operating income @ 123.1 10.0 113.6 10.3
Capital expenditures 41.1 13.7 44.2 113
Operatdng expenses ($/bbl) 0.46 0.88 0.44 0.74
Average revenue ($/bbl) $ 1.26 $ 138 5 L9 $ 1.24

) Represents vofume transported on the Western system onby. Velume transported east on BC pipelines is included in Alberta pipelines total.
Revenue, operating expenses and net uperating income include both Western and BC gatbering system results.

@ Refer to “Non-GAAP Measures” on page 36.

Alberta Pipelines

Throughput on the Alberta pipelines averaged 425,800 barrels per day in 2006, an increase of 14,200
barrels per day over the 2005 average throughput of 411,600 barrels per day. The increase is supported
by the continued strong oil and nacural gas industry activity in the Alberta pipelines operating region
resulting in new connection requests on the Peace system as well as increased throughputs at some
existing pipeline connectons. The new Calven connection added over 15,000 barrels per day of
throughputs to the Peace system. This increased industry activity level has also impacted the Drayton
Valley system where the connection of three new Nisku zone production facilities increased throughputs
in 2006 compared to 2005, The resulting increased volumes were partially offset by natural production

declines in mature areas and weaker NGL receipts from several connected gas plants.

The Alberta pipelines generated revenue of $§195.2 million in 2006, up from $179.0 million in 2005.
Average revenue per barrel on the Alberta systems of $1.26 in 2006 was up 7 cents per barrel compared
to the average of $1.19 in 2005. Higher per barrel revenue on the Alberta systems was pardally
attributable to toll adjustments implemented on certain systems at the end of 2005 and during the first
quarter of 2006.

Operating expenses for the Alberta conventional pipelines were $72.1 million in 2006, up $6.7 million
from $65.4 million in 2005. The increase is atwibutable to increased maintenance spending and
addidonal power requirefnents. Power continues to be a significant component of these costs,
const.ituting over 12.3 percent of the total operating costs for Alberta conventional pipelines. As part of
Pembina’s risk management program, the non-transmission portion of costs on principally all of
Pembina’s estimated power requirements for its Alberta conventional pipelines have been fixed in a

power rate swap transaction. Through a series of transactions, 16 mega watts per hour has been hedged
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to December 31, 2010 to minimize our exposure and subsequent flow through to shippers of power cost
fluctuations. As a result of the hedge, power cost savings were $4.6 million in 2006 compared with savings
of $3.5 million in 2005. The fixed unit costs for 2006 under this hedging arrangement were below the

. market cost of electric power during the year, and the mark to market value of the power rate swap at

December 31, 2006 was an unrealized gain of $7.6 million (refer to “Changes in AccountingPrinciples

and Practices” on page 56).

Pembina maintains an optimistic cutlook for 2007 operating results for the Alberta conventional
pipelines. Addidonal volumes from new connections, incremental volumes from the Calven and the
Nisku connections where volumes are expected to increase in 2007 compared to 2006 and toll increases
on most systems which have been implemented to counter the effect of continually rising operating

expenses are expected to offset natural declines in volumes from connected reserves. Pembina anticipates

an increase in operating income on the Alberta systems in 2007 compared to 2006, due to incremental ..

volumes on these systems.

Given the aﬁdcipation of continued robust commodity prices and increasing levels of sulphur on the
system, Pembina embarked on a product segregation initiative on the Drayton Valley system to ensure
that the quality of product was maintained for our customers. This initiative physically separates the low
sulphur sweet crude from crudes containing higher levels of sulphur, thus preserving the higher value for
shippers of sweet erude. This $30 million project consists of adding storage tanks at the Alsike and Buck
Creek Pump Suations, modifying the piping at those two pump stations, and adding app@-oximately
50 kilometres of new pipeline. These new facilities will be completed in 2007.

BC Pipelines

Volumes transported on the BC gathering systems averaged 32,300 barrels per day in 2006 slightly
higher than the 2005 average of 32,000 barrels per day. Volumes shipped on the BC gathering system are
directed onto the Western system or cast on the Alberta conventional systems. Volumes transported on
the Western systerm in 2006 were 22,700 barrels per day, down from the 23,800 barrels per day in 2005.
The reduction is to a large extent due to planned maintenance outages during the year which temporarily

disrupted operations and divérted volumes to other Pembina systems.

Revenue generated by the BC gathering systems and the Western system (collectively called the “BC

Pipelines”) was $27.8 million in 2006, a $2.5 million increase from 2005 revenue of $25.3 million. This

increase is due to higher revenue requirement on the provincially regulated BC gathering systems
because of increased maintenance and capital expenditures. Revenue on.the BC gathering systems totaled
$17.8 million, an increase of $3.2 million from 2005. Revenue generated by the Western system
decreased slightly by $0.7 million, from $10.7 million in 2005 to $10.0 million in 2006.
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Operating expenses on the BC pipelines totaled $17.8 million in 2006, an increase of $2.8 million
compared to the $15.0 million in 2005. The increase is primarily due to an increase in maintenance costs
from 2005 to 2006. In 2004, I'embina expanded its maintenance, inspection and integrity program on the
BC systems — with special focus on the Western system. Throughout the last two years, BC facilities have
been undergoing major upgrading, inspections and repair programs. Pembina anticipates the upgrading

1o continue in 2007 with approximately $6.5 million in planned expendirures for integrity requirements.

The largest project on the BC Pipelines in 2006 was the replacement of a river crossing on the Western
system. Erosion caused by the Pine River changing course due to record rainfall in 2005 threatened to
expose the Western pipeline. A one kilometre secdon of the pipeline was replaced using horizontal
directional drilling methods at a cost of approximately $4.0 miilion.

The crack inspection program continued in 2006 on the Western pipeline. The inspecdon of
the southern half of the pipeline was completed in 2006 with the northern half of the pipeline having
been completed in 2005. Peinbina plans to conduct a corrosion inspection on the southern half of the
pipeline in 2007.

Revenue on the provincially regulated BC gathering pipelines is based on recovery of operating costs and
a return on capital invested, and is independent of throughput. No new connections to these pipelines
are anticipated for 2007. Volumes on the Western system will continue to be transported at tariff rates
fixed under a tolling agreement that is scheduled to expire mid-2007. We have opened negotations with
shippers with respect to future tolls. Average throughput on the Western system is expected to decline
somewhat from the 2006 levels, as it is andcipated that more of the volumes transported by the BC
gathering pipelines will be directed eastwards on the Alberta pipeline systems. However, these volumes,
and the resulting revenue generated on the Western system, will ultimately remain dependent upon the

marketing decisions of the system shippers.

ClL SANDS INFRASTRUCTURE

(in millions of dollars, except where noted) 2006M 200540
Average throughput {mbbls/day) 389.0 389.0
Revenue . $ 621 § 555
Operating expenses 24.8 18.5
Net operating income % 373 37.0
Capiral expendirures 101.8 6.9
Operating expenses (/bbl) A 0.26 0.23
Average revenue ($/bbl) $ 065 § 049

) (it sands revenue is contract-based aind independent of utilization rates, therefore oil sands voltmes reported are comtracted capaciry.
@ Refer to “Non-GAAP Measures™ on page 36.
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For 2006, oil sands results consist endrely of AOSPL operations, with the exception of capital
expenditures, which includes investments in the Horizon Pipeline and Cheecham Lateral. The
contracted capacity on AOSPL remained at 389,000 barrels per day in 2006. The actual throughput on
the system was 263,500 barrels barrels per day in 2006, an increase of 44,800 barrels per day from the
2005 throughput of 218,700 barreéls per day; Year end receipts on the AOSPL system saw record
throughputs, exceeding 300,000 barrels per day due to the 2006 completion of the major expansion at
the Syncrude plant with resumed operations in the third quarter of 2006. However, AOSPL is a'contract-
based system and Pembina's revenues are not dependent on utilization rates; returns are calculated based

on Pembina’s total invested capital and the full recovery of operating costs for the system.

The AOSPL systemn generated revenue of $62.1 million in 2006, a $6.6 million increase from 2005
revenue of §55.5 million. This revenue increase is reflective of the higher operating costs in 2006 which . . - .

flow through to revenue.

Operating expenses for AOSPL were $24.8 million in 2006, compared to $18.5 million in'2005. The
increase of $6.3 million in operating expenses is explained by a significant increase in the price of most
operational inputs, primarily power, given the effects of a substantial increase in daily throuéhputs when
the Syncrude plant resumed production in the third quarter of 2006. The increased volumes resulted in

higher power requirements in 2006. .

In September 2005, Pembina entered into an agreement for the construction and operation of a
56-kilometwre lateral pipeline for the delivery of synthetic crude oil from an existng pump station on
the AOSPL system to a new terminalling facility located near Cheecham, Alberta. In 2006, Pembina
completed the construction of the Cheecham Lateral. This pipeline has a capacity of 136,000 barrels
per day and commenced generating revenue February 1, 2007, Under the 25-year extendible agreement,
Pembina will earn a return based on the capital invested and the full recovery of operating costs.

In 2006, Pembina executed definitive agreements with Canadian Natural Resources Limited (*Canadian
Natural™} for the Horizon Pipeline. Under the agreements, Pembina will provide dedicated pipeline
transportation service of up to 250,000 barrels per day of synthedc erude oil to the Horizon Project over
an extendible 25-year termn commencing on the in-service date, Pembina has agreed to complete the
twinning of its existing AOSPL pipeline and construct a new pipeline from the AOSPL terminal to the

Horizon Praject, to form the Horizon Pipeline over three construction phases, the first of which S

commenced in November 2006. Pembina expects the twinning to be substantially compléted during
the first two construction phases with the installation of approximately 135 kilometres of 24-inch and
30-inch diameter pipeline. Preliminary activities are currently underway in advance of the second and
final phases of construction, which are currently scheduled over the summer 2007 and winter 2007/2008
construction seasons, which will entail the installation of 73 kilometres of 20-inch pipeline connecting
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the Horizon Project to the AOSPL terminal. Commissioning is currendy scheduled for mid-2008 and
Pembina expects the pipeline will be available for service in mid-July, 2008. The total cost of the Horizon
Pipeline is estimated at $350 million. Pembina has secured contracts for all major elements of the project
and has acquired the pipe required to complete all three construction phases. Canadian Natural will have
exclusive use of the Horizon Pipeline and Pembina will have the exclusive right to construct expansions or
extensions to the pipeline. The contracted revenue requirement includes a provision for a fixed rate of

return on invested capital and the full recovery of operating costs.

For 2007, Pembina expects revenue from the oil sands operations to increase due to revenues being
recorded from the Cheecham Lateral. Pembina does not andcipate any significant change to the rate base
or operating costs for AOSPL for 2007.

MIDSTREAM BUSINESS

(in mmillions of dollars, except where noted) 2006 2005
Revenue ® ’ ‘ $ 507 $ 307
Operating expenses 4.3 3.8
Net operating income @ 46.4 269
Capital expendirures ~ $ 123 $§ 171

W) Net of $5.1 million in product purchase expense for 2006 (2005: nil)
@ Refer to “Non-GAAP Measures” on page 36.

Pembina’s midstream operations consist of the 50 percent non-operated interest in the Fort
Saskatchewan Ethylene Storage Limited Partnership and the terminalling, storage and hub services on
certain of the Alberta conventional pipelines.

Total net operating income generated by the midstream business in 2006 was $46.4 million, up $19.5
million from 2005. In 2006, Pembina garnered the benefits of a full year of midstream revenue on the
Swan Hills and Cremona systems and the fate 2006 start-up of midstream services on the Drayton Valley
system. The ethylene storage facility generates rerurns based on a 20-year renewable contract, maturing
in June of 2023. The contract, with the two principal facility customers, provides for full operating cost
recovery plus a return on invested capital. Total revenue generated by the ethylene storage facility in
2006 was up slighdy from 2005 at $21.9 million compared to $21.5 million in 2005 due to higher
operating costs and slightly higher sustaining capital given the flow through nature of these costs.
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Operating costs on the midstream operations remained relatvely constant, due to the steady operations of .
the ethylene storage facility and the low operating costs associated with the other midstream businiess activities. ’

. Pembina expects to see significant growth in the terminalling, storage and hub services component of its
operations over the next several years. Pembina expects the 2007 results of the Fort Saskatchewan
Ethylene Storage Limited Partnership to be very similar to 2006 given the long-term contract on the ’ .

ethylene storage facility and the stable narure of the revenue stream generated by this interest. .-

EXPENSES

General and administrative .
General and administrative expenses were $25.6 million in 2006, an increase of $8.5 million compared L
to $17.1 million in 2005. The most significant compbnents of this increase are salaries and benefits. As Vo
Pembina’s asset base continues to expand, the company has faced an increasing number of operanonal o
regulatory and compliance requirements as well as costs associated with the devclopment of future —
opportunities. These increased demands have required an increase in staff levels in order to ensure
sufficient resources are available. The Calgary based staff grew from 88 people at the end of 2005 w0 98
at the end of 2006 an increase of 11.4% in staff complement. In addition, the record levels of oil and gas
industry actvity in western Canada have driven market-based increascs in salaries and benefits. As a
result, staffing costs have risen and appropriately trained and éxperienced staff are more difficult to
attract and retain. In addition, higher short-term incentives and theintroduction of a company-wide
long-term incentive program in 2006 reflect Pembina’s response to competitive pressures. Overall, - =
general and administrative expenses represent 11.8 percent of net operating income and 7.6'?percent of

revenues in 2006, as compared to 9.1 percent and 5.9 percent in 2005, respectively.

I;‘-lanagement fees
Pembina was managed by Pembina Management Inc. (the “Manager”) that was owned by the officers of o
Pembina undl June 30, 2006. 2

Management fees under the management agreement for 2006 were $1 million for services between
January 1 and June 30, 2006 versus $1.2 million for the full year in 2005. On June 30, 2006, the Fund -
internalized the management contract by acquiring all of the outstanding common shares of the Manager N
to ﬁidgate the impactof a poténtially increasing liability arising from escalating management fees. Total B
consideration for the transaction consisted of an initial cash payment of $6 million and a.contingent . e
deferred payment payable in 2009 that is linked to future growth in distributable cash per Trust Unit of SIS
the Fund. If the future cumulative distributable cash in the period from January 1, 2006 to December 31, s
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2008 does not exceed $3.42 per Trust Unit ($1.14 per Trust Unit per year), the deferred amount is
zero. Every approximate 10 cent per Trust Unit increase in cumulative distributable cash over $3.42 per
Trust Unit results in a $1 million increase in purchase price to a maximum of $15 million, which is
converted into notional Trust Units based on the weighted-average trading price of the Trust Units for
the 20 wading days prior to June 30, 2006 of $15.87 (the closing price). The purchase price will also be_
adjusted by the distributions payable on the notional Trust Units for the period January 1, 2006 to
December 31, 2008, and the change in the value of the Fund’s Trust Units from the closing price.
No further payments under the share purchase agreement are payable undl 2009, however assuming
the 2007 and 2008 distributable cash is similar to 2006, the potential deferred payment would be
$2.2 million. Pursuant to the share purchase agreement, a copy of which is available at www.sedar.com
and on Pembina’s website, no future management fees will be payable by the Fund to the Manager (refer
to Note 3 to the Financial Statements).

Depreciation and amortization

Depreciation and amortization expenses were comparable year-over-year at $85.6 million in 2006 and
$85.3 million in 2005. Conventional pipeline assets and facilities are depreciated on a straight line or
declining balance basis at rates ranging from 3 percent to 10 percent per annum. These rates have been
established to depreciate original costs over the economic or contractual life of the related assets. AOSPL
assets are depreciated over the life of the long-term transportation agreement under which the system is
administered. This agreement is currently set to expire at the end of 203 5. The storage facility assets are
amortized over the 20-year life of the storage agreement, which expires in June 2023.

Beginning January 1, 2007, the conventional pipeline assets and facilities are being depreciated on a straight
line basis over the estimated service life of the assets which range from 25-30 years depending on the
pipeline system (refer to “Critical Accounting Estimates — Depreciation” on page 55). .

Accretion on asset retirement obligations

Accretion on asset retirement obligadons was $1.4 million in 2006 compared to $1.0 million for 2005.
The slight increase was due to the increase in the asset redrement obligaton (re-evaluated yearly)
for estimates related to the ultimate retirement expense of assets and facilities. Accretion on asset
retirement obligations is based on estimates of the operating life and the ultimate retirement expense for
assets and facilities. The actual results may differ from these estimations. In 2006 and 2005 there were

Nno asset retdrements.
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Interest expense and financial instruments

Net interest expense for 2006 was $24.9 million, a $1 million increase from 2005 of $23.9 million. The
increase in interest expense is due to the increase in average debt outstanding throughout the year.
Outstanding total debt at the end of 2006 was $553.4 million, $89.3 million higher than the 2005 closing
balance. The increase was mostly due to the financing of development capital expenditures of $165.5
million offset by proceeds of $76.6 million from the Premium Distribution, Distribution Reinvestment
and Optonal Cash Purchase Plan (“DRIP”). In 2006, interest of $4 million relating to development
projects was capitalized, wheteas interest of $2.1 million was capitalized in 2005. At year end, Pembina
had a $60.0 million interest rate swap outstanding on the floating senior debt, with an average rate of
5.23% and an average rcmaining term to expiration of 1.4 years. The unrealized mark to market loss on
the interest rate swaps was $0.1 million at December 31, 2006. The $25 million interest rate swap that
was outstanding as at December 31, 2005 matured on August 29, 2006. Including the interest swaps,
interest rates on $527.7 million in senior secured and unsecured notes have been fixed, leaving roughly

5 percent of Pembina’s outstanding debt exposed to interest rate fluctuatons.

Convertible debentures

Interest on convertible debentures in 2006 was $7.7 million, compared to $16.6 million for 2005. The

"$8.9 millicn decrease is due to the conversion of a significant number of the convertble debentures into
Trust Units. In 2006, $81.2 million in convertible debentures were converted into Trust Units, reducing

- . the total principal amount outstanding, net of issue costs, from $158.0 million at December 31, 2005 to
$76.8 million at December 31; 2006, Of the total amount outstanding at the end of 2006, the remaining
principal balances are as follows: $64.4 million at 7.35 percent and convertible at $12.50 per unit

- maturing December 31, 2010; and $15.6 million at 7.5 percent and convertible at $10.50 per unit
maturing June 30, 2007. Furthermore, the 8.25% debentures matured on March 31, 2006. Given that
the trading price of the Trust Units consistently remains above the conversion prices for the debentures,
Pembina anticipates that the conversion of the debentures into Trust Units will continue throughout
2007 but at a slower rate due to the decrease in Trust Unit price effected by the recent proposed changes
tabled by the Federal Government relating 1o taxation of income trusts.

- Income taxes

Because the Fund is a unit trust for income tax purposes, the Fund is taxable on the income that is not
distributed to Unitholders. Pursuant to its Declaration of Trust, the Fund is required to distribute all of
its income to the Unitholders, subject to maintaining sufficient working capital reserves. However, the
subsidiaries of the Fund are taxable entties and any income tax expenses or future income tax liabilities
reported in the consolidated financial statements of the Fund are those of the subsidiaries.

As at December 31, 2006; the future income tax liabilities of the subsidiaries totaled $113.6 million.
These liabilites are determined by applying future statutory income tax rates to the ditferences between
the book values and the tax values of the capital assets. The differences arose either at the time of the
initial acquisition of the assets on the establishment of the trust or on subsequent acquisitions. Upon
recogniton of the future income tax liability, an equivalent amount has been allocated to goodwill as the

estimated depreciated replacement cost of the acquired assets approximated the value of those assets. The

the tax value of the acquired assets at the future statutory income tax rates plus other tming differences.

future income tax reduction of $24.3 million in 2006 represents the change between the book value and -
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* Pension liability

The Fund’s subsidiary, Pembina Pipeline Corporation, maintains non-contributory defined benefit
pension plans together with an unfunded supplemental redrement plan covering 324 employees and 114
retirees. At the end of 2006, the pension plans carried a deficit of $6.1 million, compared to a deficit of
$11.6 million at the end of 2005. At December 31, 2006, plan obligations amounted to $78.3 million,
compared to plan assets of $72.2 million. During 2006, the pension plans’ expense was $4.6 million,
compared to $3.4 million in Z005. Contributions to the pension plans totaled $9.0 million in 2006, down
from 2005 contributions of $13.3 million resulting from a reduction in the voluntary portion of the
contribution due to a significant reduction in the deficit of the plans.

The accrued pension plans asset of $13.2 million represents the net difference between the amounts
required to be expensed in the Fund’s financial statements and the amount contributed to the pension
plans. In 2007, contributions to the pension plans and the pension plans expense are both anticipated to
be $5 million. Management anticipates a long-term return on the pension plans assets of 6.75 percent

and an annual increase in compensation of 5.32 percent, which are in line with current industry standards.

NET EARNINGS

Years ended December 31, 2006 and 2005

(in millions of dodlars, except per Trust Unit amonnts) 2006 2005
Revenues $ 3358 $ 2905
Less: operating expenses 119.0 102.7
Net operating income @ 216.8 187.8
Deduct/(add):
General and administrative 25.6 17.1
Management fee 1.0 1.2
Internalizaton of management contract 6.0
Interest on long-term debit 24.9 239
Interest on convertible debentures 7.7 16.6
Depreciation and amortization 85.6 85.3
Accretion on asset retirement obligadoﬁs 1.4 1.0
Future income tax reduction . (24.3) {29.4)
Income and capital taxes 1.7
Net earnings - $ 889 $ 704
Net earnings per Trust Unit — basic and diluted $ 073 $ 065

M Refer to “Non-GAAP Measures” on page 36. .
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Pembina’s net earnings in 2006 were $88.9 miilion, an increase of $18.5 million from 2005, This increase
is primarily due to increased total revenue from-all three business segments (conventional, oil sands and
midstream) of $45.3 million offset by increases in total expenses of $26.8 million. Increased-operating
expenses and general and administrative costs from 2005 to 2006 are countered by declines in interest
paid on convertible debentures over the same period due to the conversion of a significant number of
these securities over the year. Future income tax recoveries are $5.1 million lower in 2006 than in 2005,
- . As Pembina begins to utilize carry forward loss benefits in 2006 for taxable income in the subsidiaries,

-the future income tax liability increases causing the future income tax recoveries to decline over tme.

DISTRIBUTED CASH®

Years ended Decemmber 31, 2006 and 2005

(tn ‘millians of dollars, except per Trust Unit amonnts) 2006 2005
: Cash flow from operations $ 1439 J§ o124
- Add/(deduct): ;
:: Maintenance capital expenditures 3.9 39
. Employee future benefits expense 4.6) G
‘ Employee future benefits contributions 9.0 13.3
AR Changes in non-cash working capital : . 4.8 : 5.4
N Other (s (09
Distributable cash(" , 148.2 To1234
: Increase in distribution reserve ) (5.9) . 9.9
- Distributed cash® $ 1423 § 1135
S Distributed cash per Trust Unit $ 1165 8 105
:-‘- Diluted distributed cash per Trust Unit® 5 116 £ 13

D Refer to “Non-GAAP Measures” on page 36.

The continued growth in distributed cash reflects the growth in both Pembina’s asset base and the
Unitholder base. Distributed cash rose by $28.8 million, from $113.5 million in 2005 to $142.3 million
"in'2006, and is funded exclusively from operations. Distributed cash per Trust Unit increased from $1.05
o | to $1.165. Pembina’s notional distribution reserve ;lgg grew, from $15.1 million at the endfof 2005 to
- $21.0 million at the end of 2006. Pembina maintains this notional reserve to ensure ongoing st-abi}ity over

economic and industry cycles and to absorb the impact of material one-time events.
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2006 CASH DISTRIBUTIONS TO UNITHOLDERS

Record Date Payment Date Taxable Otber [ncome Non-Taxable Amount Tozal
January 31, 2006 February 15, 2006 $0.072929 $0.02207 $0.0930
February 28, 2006 March 15, 2006 $0.072929 $0.02207 $0.0950
March 31, 2006 April 14, 2006, . $0.072929 $0.02207 $0.0950
April 30, 2006 May 15, 2006 $0.072929 $0.02207 $0.0950
May 31, 2006 June 15, 2006 $0.072929 $0.02207 $0.0950
June 30, 2006 July 135, 2006 $0.072929 $0.02207 $0.0950
July 31, 2006 August 15, 2006 $0.072929 $0.02207 $0.0950
August 31, 2006 September 15, 2006 $0.076768 $0.02323 $0.1000
September 30, 2006 October 13, 2006 $0.076768 $0.02323 50.1000
October 31, 2006 November 15, 2006 $0.076768 $0.02323 $0.1000
November 30, 2006 December 15, 2006 $0.076768 $0.02323 $0.1000
December 31, 2006 January 15, 2007 $0.076768 $0.02323 $0.1000
Total 2006 Cash Distributions $0.89434 $0.27066 $1.1650

Of the total distribution of $1.165 per Trust Unit declared in 2006, $0.8943 per Trust Unit, or 77
percent, is taxable “other income” and $0.2707 per Trust Unit, or 23 percent, is non-taxable. For most

Unitholders, the non-taxable portion is considered a return of capital, which will reduce the cost base of

each Trust Unit. Pembina projects that these proportions in 2007 will be approximately 90 percent of the |

total distribution per Trust Unit being taxable “other income” and the remaining 10 percent as non-

taxable return of capital. -

It is the Canada Revenue Agency’s administrative position that for Unitholders participating in the

regular distribution reinvestrent plan, the five percent discount ar which additional units are acquired is

considered income in the hands of the Unitholder. Further, we believe that the two percent premium -

earned under the premium distribution component of the DRIP will continue to be taxed as income.

Distributed Cash®"

Distributed Cash
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Refer o “Non-GAAP Measures™ on pape 36.
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Non-Resident Unitholders

Current domestic tax laws require a withholding tax from distribution income to non-residents of
Canada at a rate of 25 percent. The withholding rate on income may be reduced pursuant to a bilateral
income tax convention between Canada and the country in which the Unitholder is resident. For US
residents, the withholding tax is reduced to 15 percent on trust income distributions. Such income is
determined in accordance with the laws of Canada. It is important for the Unitholder to contact their
broker or financial institution with regards to the amount of withholding tax that is being deducted, as it
is our understanding that the withholding tax is détermined by the financial institution where the units
are held. Accordingly, we do not comment on the impact of relevant tax laws in various jurisdictions of

residence but advise individuals to seek tax advice in this regard.

Pembina believes it should be considered a qualified foreign corporation and its distribudons should
be considered qualified dividends for US federal income tax purposes. Tax information -relating to

US residents is included on our website at www.pembina.com.

Our advice should not be interpreted as being specific tax advice and it is recommended that Unitholders
or potential Unitholders consult their own legal or tax advisors as to their particular income tax

consequences of holding Pembina Trust Units.

LIQUIDITY AND CAPITAL RESOURCES

(8 illions) 2006 2005

Working capital (deficiency) ' s (3.2 $ (4.8
Variable rate debt '
Bank debt 10.7 115.8
Senior unsecured notes ‘ 75.0 75.0
Variable rate debt swapped to fixed {60.0) (85.0)
Total variable rate debt outstanding (average rate of 5.55%) ] '25.7 105.8
Fixed rate debt ' _
Senior unsecured notes 375.0 175.0
Senior secured notes 92.7 98.2
Variable rate debt swapped to fixed 60.0 85.0
- Total fixed rate debt outstanding (average rate of 5.99%} 527.7 3582
Convertible debentures . . 76.8 158.0
‘Total debt and debentures outstanding . 630.2 622.1

Unutilized debt capacity $ 2493 $ 144
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The Fund’s cash flow from operations was $143.9 million in 2006, compared to $112.4 million in 2005.
The increase in cash flow was primarily due to increased tariffs and the growth of midstream activities

on certain sectons of the conventional pipeline systems.

The Fund has increased its credit facilities to $802.7 million, of which $249.3 million was unutilized
at year-end. The bank facilites include an unsecured revolving credit facility of $230.0 million and a
$30.0 million operating line of credit (both floating rate debt). At December 31, 2006, $10.7 million of
the bank facilities were drawn. On July 24, 2006, the revolving credit facility and operating line of credit
were renewed for a period of five years. There are no repayments due over the term. On September 29,
2006, Pembina closed a private placement of $200 million of senior unsecured notes. The notes will
mature September 30, 2021 and have a fixed interest rate of 5.58%. The proceeds were used to repay
$165 million of drawn facilities accurnulated to that date and the excess was placed in short term deposit.
Other debt includes $93 millien in fixed rate senior secured notes due 2017, $175 million in fixed rate
senior unsecured notes due 2014, $75 million of floating rate senior unsecured notes due 2009 {refer o
Note 7 to the Financial Starements). At December 31, 2006, Pembina had long-term debt of $553.4
million compared to $464.1 million in 2005. Repayments of interest and principal on Pembina bank
indebtedness and senior notes ranks in priority to monthly cash distributions to be paid to Unitholders.

Pembina has sufficient debt capacity and operating cash flow to meet the construction commitments
relating to the Horizon Project. Additional funding is expected to be obtained through the DRIP that is
anticipated to raise close to $100 million in 2007.

Management believes that the Fund has sufficient liquidity to meet its daily operational commitments
and existing obligadons. Principally, all of the Fund’s accounts receivable are with customers in the oil
and gas industry and under the terms of the Fund’s shipping rules and regulations or pursuant to
contracts. Balances are payable on the 25th day of the following month. This date coincides with the date
on which oil and gas companies receive payment from industry partners and customers. Furthermore, on
the conventional pipeline systems, the Fund has the right to take the shipper’s oil in kind to sertle any
outstanding receivable balance. Therefore, the risk of non-collection is considered to be extremely low.

The Fund distributes all of its net cash flow, subject to retaining an appropriate distribution reserve,
financing, maintenance capital, making repayments on debt and, if applicable, funding future removal
and site restoration reserves. Aggregate debt of $630.2 million at December 31, 2006 resulted in a ratio
of total debt to towl enterprise value of 24 percent. This compares to $622.1 million and 25 percent,

respectively, at the end of last year.
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Development capital expenditures totaled $165.5 million in 2006, an increase of $90 million from 2005.
A significant amount of this increase related to the Cheecham Lateral ($37.8 million) and the initial
construction costs for the Horizon Pipeline (549.4 million). Maintenance capital expenditures for
2006 totaled $3.4 million, compared to $3.9 million in 2005. Current significant capital expenditure
- | commitments include $183 million of the $350 million total for the construction of the Horizén Pipeline
' which is expected to be incurred in 2007 (refer to “Contractual Obligations” below).

Credit rating agency ratings on the Pembina Pipeline Income Fund and Pembina Pipeline Corporation
were confirmed during 2006. The STA-2 (low) stability rating and ‘BBB high’ senior secured and
‘BBB’ senior unsecured debt rating assigned by the Dominion Bond Ratng Services (“DBRS”) and
the SR-2 stability rating, ‘BBB’ long term corporate credit with a stable outlook, ‘BBB ﬁlﬁs’ senior
secured and ‘BBB’ senior unsecured debt rating by Standard and Poor’s (“S&P?) are current. The
DBRS stability rating system measures the volatility and sustainability of distributions per Trust Unit
on a rating scale STA-1 to. STA-7 (STA-1 being the highest rating possible). STA-2 rated funds are
considered to have very good distribution per Trust Unit stability and sustainability. The S&P rating

‘ system rates distributable cash on a scale of SR-1 to.SR-7 with SR-2 rated funds considered tg have very
high stability. Debt securities rated BBB exhibit adequate protection parameters. These ratings recognize
the Fund’s stable assets profile and financial results, as well as the stability and sustainability of the per
Trust Unit distributon. '

CONTRACTUAL OBLIGATIONS

Payments Due by Period
(% millions) Total Less than 1 year 1-3years 4 - § years After 5 years
Office and vehicle leases $ 147 § 32 £ 51 $ 36 £ 27
Long-term debt” 5534 : 6.0 95.7 C273 . 4234
Convertible debentures 76.8 15.1 61.7 '
Construction commitments 300.6 175.0 125.6
Total contractual obligations $ 9455 § 1994 § 2264 5 926 § 4271

Pembina is contractually committed to the construction and the operation of the Horizon Pipeline.
Construction on the Horizon Pipeline, which is currently projected to cost $350 million, commenced in
2006, with operations slated to commence in mid- 2008. The expenditures are expected to- be funded
from long-term borrowings and utilization of the Fund’s DRIP. '

On July 24, 2006, Pembina renewed its revolving bank facilities for a five-year term to July-24, 2011.
These facilities were previously renewed annually, therefore drawn amounts under the fa'g:ilitics of
$10.7 million previously payable in 1-3 years are now repayable in 4-5 years, should the credit facilities

not be renewed (refer to Note 7 to the Financial Statements).
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CRITICAL ACCOUNTING ESTIMATES

Management is required to make judgments, assumptions and estimates in the applications of generally
accepted accounting principles that have a significant impact on the Fund. Readers are referred to
Note 2 of the audited Consolidated Financial Statements as at and for the year ended December 31, 2006
for a description of the Fund’ significant accounting policies. The following discussion outlines certain
iterns for which critical estimates must be made in preparing those statements.

Depreciation

Pipeline assets and facilities are generally depreciated using the declining balance method at rates ranging
from three percent to ten percent per annum. The AOSPL and ethylene storage assets are depreciated
using the straight-line method at rates ranging from three to five percent. These rates have been
established to depreciate the original asset and facility costs over the economic lives or contractual
duration of the related assets. Estimates of the economic life of various pipeline systems have been based
on projectng future throughputs using historic oil and gas producdon decline rates and throughputs.
Management has assumed that these historical trends will continue and that the increased tolls required
to offset these decline rates will also remain competitive. However, the actual useful life of the assets
may differ from management’s original estimate due to higher decline rates, non-competitive tolls and
customer requirements. A resultant change in depreciation expense would have a corresponding effect on

the net earnings of the Fund.

" Effective January 1, 2007, the Fund has revised its estimate of the future useful life of its conventional

pipeline assets. Based on recent expansion initiatives in the industry and the oil reserve life natural decline

patterns of the pipeline assets, management believes that the estmated uvseful life of the assets will be

between 25-30 years depending on the pipeline system and expected throughputs. Management also

believes that this change in useful life would be better reflected using the straight line method of

accounting for depreciation. The Fund has commenced depreciating the conventional oil pipeline assets
and facilities over 25 to 30 yzars on a straight line basis. The impact of this change in 2007 is expected

to be a decrease in depreciation expense and an increase in net earnings of approximately $6 million.

Goodwill

Goodwill, which represents the estimated tax costs related to the difference between the fair value and
the tax basis of acquired asscts, is assessed by the Fund for impairment at least annually. Management
estimates the fair value of these assets by discounting the projected future cash flows generated by these
assets using the Fund’s weighted average cost of capital. If it is determined that the fair value of the future
cash flows is less than the book value of the assets at the dme of the assessment, an impairment amount
would be determined by deducting the fair vatue of the cash flows from the book values and applying it
against the book balance of goodwill. To date, there has been no impairment of these goodwill values.
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Asset Retirement QObligations

Management recognizes the fair value of an estimated asset retirement obligation in the period in which
it is incurred, when an estimate can reasonably be made and industry practice or regulation requires
removal of the asset upon retirement. The estimated fair value is recorded as a long-term liability with a
corresponding increase in the carrying value of the property; plant and equipment. The Hability is
accumulated over time through charges to period earnings and is reduced by the actual costs incurred
upon settlement. Any difference between the actual cost incurred upon settlement and the recorded

liability is recognized as a gain or loss in the Fund’s earnings.

Asset Impairment

Management regularly reviews property, plant, equipment and other intangibles to determine if
circumstances indicate impairment in the carrying value or changes in the estimared useful life of the
asset. [mpairment is generally considered to have occurred when the fair value of the future cash flows
that are to be generated by an asset are less than the carrying value of that asset. If impairment has
occurred, an impairment charge to earnings is recognized in the amount that the carrying value of the
asset exceeds its fair value. To date, there has been no impairment in the carrying value of our assets.

Pensions and other Post Retirement Benefits

The Fund accrues for its obligations under its employee pension plans and the related costs, net of
pension -plan’ assets. The costs of the pension plans and other redrement benefits is actuarially
determined using the projected benefit method based on the length of service and reflects management’s
best estimate of expected pension plan investment performance, salary escalation and retirement ages of
employees. The return on the pension plan assets is based on the fair value of those assets. The obligation
is discounted using a market interest rate at the beginning of the year on high quality corporate debt
instruments. The pension expense includes the costs of pension benefits earned during the current year,
the interest cost on pension obligations, the return on pension plan assets, the amortization of the net
transitional obligation, the amortization of adjustments arising from pension plan amendments and the
amortization of the excess of the net actuarial gain or loss over 10 percent of the greater of the benefit
obligaton and the fair value of plan assets. The ar_nortiiation period covers the expected average
remaining services lives of employees covered by the pension plan. The actual costs and projections may
differ from management’s estimates and any change would have a corresponding effect in the net

earnings of the Fund.

CHANGES IN ACCOUNTING PRINCIPLES AND PRACTICES

There were no changes in Pembina’s principles or practices that affected the disclosure of or the

accounting for its operations'for the year ended December 31, 2006..

New accounting standards will be in effect for hedge accounting, recognition and measurement of
financial instruments and disclosure of comprehensive income. These standards will apply to the Fund
effective January 1, 2007 ‘resulting in unrealized gains or losses being recognized in comprehensive
income within Unitholders’ equity. To the extent that certain transactions do not qualify for hedge
accounting, unrealized gains and losses will be charged ta earnings in the current period. The impact of
this change, had it been effective for 2006, would have been the recording of a $7.5 million unrealized

gain relating to power hedges and interest rate swaps to comprehensive income.

‘4
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TRUST UNIT INFORMATION

{in thousands of dofars, except where notvd) March 1, 20070 December 31, 2006  December 31, 2005

Trading volume and value

Total volume {Trust Units) : - 10,578,551 64,731,227 57,295,154
Average daily volume (Trust Units) 246,013 257,893 227.362
Value traded $ 169486 § 1,062,344 £ 827360
Trust Units outstanding at year end (Trust Units) 127,589,378 ' 126,217,888 113,897,002
Year end unit trading price ($/Unit) 5 1602 % 15.83 $ 15.95

Market value (for December 31) .

Trust Units $ 2043976 $ 1,998,029 § 1,816,657

8.25% convertible debentures® 14,336

7.50% convertible debentures® 22,009 23,406 37,308

7.35% convertible debentures® 80,659 80,307 167,884

Market capitalization S 2146644 $§ 2,101,742 $ 2,036,185

Senior debt 571,000 553,369 464,062

Total enterprise value § 2717644 § - 2,655,111 $ 2,500,247

U Based on 43 trading days from Jannary 1 to March 1, 2007 inclusive.

@ Matured March 31, 2006 :
O $15.6 million principal amount of 7.50% convertible debentures sutstanding at a marker price of $149.74 ar December 31, 2006.
% $64.4 million principal amount of 7.35% convertible debentures outstanding at a market price of $124.64 at Decenber 31, 2006.

The Fund’s Trust Units, along with each of the two series of convertible debentures, are publicly traded
on the Toronto Stock Exchange. The total market value of the Funds outstanding securities was
§£2.1 billion at December 31, 2006. Issued and outstanding Trust Units of the Fund rose to 126.2 million
by the end of 2006, an increase of 12.3 million from 2005. During 2006, 7.1 million Trust Units were
issued through debenture conversions, 4.9 million Trust Units were issued under the DRIP (which is
described below) and (.3 million Trust Units were issued upon the exercise of Trust Unit options.
Pembina’s ratio of total debt to total enterprise value declined slightly from 25 percent at the end of 2005
to 24 percent as at December 31, 2006. Management remains sausfied that the leverage currendy
employed in Pembina’s capital structure is sufficient and appropriate given the characteristics and

operations of the underlying asset base.

Annual Value Traded and
Average Daily Trading Yolume

= Annual Value Traded Average Daily Volume
{$ millions) (thousands of Units)

$H000

$800

* PIFUN commenced trading
O o5 a fully poid Trust Unit
98* 99 00 OI 02 03 O4 05 06 on October 23, 1998,
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Pembina’s DRIP Plan raised $76.6 million in 2006, compared to $31.3 million in 2005, Since its launch N
in 2003, the plan has attracted significant Unitholder interest and has raised $166.7 million. The Fund )
views the DRIP Plan as a dependable, cost effecdve source of increl:nental financing, and uses the .
proceeds to fund its capital program. The 12.3 million Trust Units issued through the DRIP Plan since .
the Plan’s inception represent less than 10 percent of the total issued and outstanding units at the end
of the year. In 2007, Pembina has the potential to raise close to $100 million based upon current
participation levels of the DRIP plan, but will maintain the flexibility to alter this target, dependent on
‘the actual participation and capital funding requirements during the year.

Data provided by our transfer agent indicates that non-resident holdings in the Fund totaled 16.5 percent _
at January 31, 2007. This level is within the 49 percent restriction on non-resident ownership in the Fund .
imposed by Pembina’s Declaration of Trust and is consistent with guidelines under the Income Tax Act

(Canada).

RISK FACTORS

Following is a summary of the priary risk factors identified by management that could botentially have
a material impact on the financial resuits and operations of the Fund. For a full discussion of these and S "
other risk factors affecting the business and operation of the Fund and its 6perating subsidiaries,
readers are referred to the Fund’s Annual Information Form, an electronic copy of which is available
through the internet on Pembina’s website at www.pembina.com or on the Fund's SEDAR profile at
www.sedar.com.

Distributions e
The Fund has announced its distribution objectve for 2007 of $1.32 per Trust Unit, an approximate

13 percent increase over the 2006 annual distribution. Management believes that continued robust -
operating results produced by Pembina’s convenuonal assets, coupled with growth in its oil sands and ;
midstream business segments, will continue to generate significant and sustainable cash ﬂow that will -
support the new level of cash distribution. However, there can be no assurance that this level of -
distribution will be achieved. The actual amount of distributions paid to Unitholders will depend
upon numerous factors inciudin’g, but not limited. to, operating cash flow, general and administrative
. . costs, debt repayment and service costs, taxes, capital expenditures, réclamation reserves — if any, and -
working capital requirements. Payments by Pembina, the principal operating subsidiary, to the Fund may EEE
be delayed or reduced by restrictions imposed by lenders, disruptions in services or the _ability of Tt
Pembina, under. certain circumstances, to delay interést payments on its senior secured notes for up to

twelve months. - .




Pembina Pipefine Income Fund 2006 Annual Report 59

Debt Service

At the end of 2006, Pembinz had exposure to floatng interest rates on $25.7 million in debt. A 0.25
percent change in short-term interest rates would have an annuatized impact of $0.1 million on net cash
flows. Variations in interest rates and scheduled principal repayments, if required under the terms of
the banking agreements as described in Note 7 to the Fund’s 2006 Consolidated Financial Statements,
could result in significant changes in the amounts required to be applied to debt service before payment
of any amounts by the operating subsidiaries to the Fund. Certain covenants in the agreements with the
lenders may also limit payments by the operating subsidiaries to the Fund. Although it is believed that
the existing credit facilities arz sufficient, there can be no assurance that the amount will be adequate for
the financial obligations of Pembina or that additional funds can be obtained. Holders of senior secured
notes have been provided with security over substandally all of the assets of Pembina. If Pembina
becomes unable to pay its debt service charges or otherwise commits an event of default, such as
bankruptcy, the lenders will rank senior to the Fund in respect of payments made by the operating
subsidiaries on securities or unsecured promissory notes that are held by the Fund. As a result, cash
distributions from the Fund to Unitholders would be adversely affected by such circumstances.

Capital Resources

Furture expansions of the pipeline assets, acquisitions and other capitat expenditures will be financed from
sources such as cash generated from operadons, borrowing or issuance of additional Trust Units or other
securities of the Fund or Pembina, There can be no assurance that sufficient capital will be available on
terms that would be considercd as acceptable to the Fund to support these expansions or other required
capital expenditures. Should external sources of capital become limited or unavailable, Pembina’s abilicy
to make the necessary or desirable capital expenditures could be severely restricted. To the extent
Pembina is required to use cash flow to finance capital expenditures the level of cash distributed ro
Unitholders could be reduce:l.

Reserve Replacement and Throughput

Tariff revenues are based upon a variety of tolling arrangements, including deliver or pay contracts, costs
of service arrangements and inarket-based tolls. As a result, certain tariff revenues are heavily dependent
upon throughput levels. Future throughput on Pembina’s conventional crude oil and NGL pipelines and
replacement of oil and gas reserves in service areas will be dependent upon the success of producers
operating in those areas -exp]oiu'ng their existing reserve bases as well as exploring for and developing
additional reserves. Without reserve additions or expansion of the service areas, throughput on the
pipelines will decline over time as reserves are depleted. In addition, as reserves are depleted or if the
product prices for crude oil, condensate and NGLs decline, production costs may increase relative to the
remaining value of the reserves in place, causing producers to shut-in production, seek out lower cost
alternatives for transportation to market or pressure Pembina to reduce the effective tariffs. The oil and
natural gas price volatility that the industry has experienced over the past number of vears is due to supply
and demand factors, including weather and general economic conditions as well as economic, political
-and other conditions in other oil and nawral gas producing regions, not necessarily located in western
Canada, all of which are beyond the Fund’s control,
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Environmental Costs and Liabilities.

Pembina is subject to Canadian Federal and Alberta and British Columbia Provincial laws and regulations
relating to environmental protection and operational safety. While Pembina believes that that the current
operation of its pipeline systems is in compliance with afl applicable environmental and safety regulations,
there can be no assurance that substantal cost or liability will not be incurred. Mareover, it is possible that
other developments, such as increasingly strict environmental and safety laws, regulation and enforcement
or claims for damages to persons or property resulting from Pembina’s operations, could result in
significant costs and liabilities to Pembina. If Pembina were not able to recover the resulting costs
through insurance or tariffs, cash flow available to make cash distributions to Unitholders or to service
obligations under the convertible debentures would be adversely affected. While Pembina. maintains
insurance in respect of damage caused by seepage or pollution in an amount it considers prudent and in
accordance with industry standards, certain provisions of this insurance may limit its availability in
respect of certain occurrences unless they are discovered within fixed timed periods. These periods can
range from 72 hours to seven days. If Pembina is unaware of or is unable to locate the problem within
the relevant time period insurance coverage may not be available. Flowever, Pembina is of th_e’opinion

that it has adequate leak detection systems in place to detect and monitor a significant spill of product.

Competition to the Pipeline Operations

Pembina competes with other pipelines in its service areas, other transporters of crude oil and NGLs,
and other midstream businesses. The introduction of competing transportation alternatives into
Pembina's service areas could potentially have the impact of limiting Pembina’s ability to adjust tolls as it

* may deem necessary. Additionally, potential pricing differentials on the components of NGLs may result

in these components being transported by competing gas pipelines. Pembina believes that it is prepared
for and determined to meet these existing and potential competitive pressures.

Regulation

Legislation in Alberta and British Columbia exists to ensure that producers have fair and reasonable
opportunities to produce, transport, process and market their reserves. In Alberta and British Columbia,
the Alberta Energy and Utlities Board and the British Columbia Utilities Commission respectively, may,
upon application and following a hearing (and in Alberta with the approval of the Lieutenant Governor
in council), declare the operator of a pipeline a common carrier of oil or natural gas and, as well, must
not discriminate between producers who seek access to the pipeline. Producers and shippers may also
apply tw the regulatory authorides for a review of tariffs if they prove the tariffs are not just and
reasonable. Applications by producers to have a pipeline operator declared a common carrier are usually
accompanied with an application to have tariffs set by the regulatory authorities. The extent to which
regulatory authorities in such instances can override existing transportation or processing contracts has
not been fully decided. The potential for direct regulation of tolls, other than for the provincially
regulated BC gathering pipelines, while considered remote, could result in toll levels that are not
considered fair and reasonable by Pembina and could impair the economic operation of such regulated

pipeline systems,
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Pipeline Abandonment Costs

Pembina is responsible for compliance with all applicable laws and regulations regarding the
abandonment of its pipeline assets at the end of their economic life, and such abandonment costs may be
substantial. The proceeds of the disposition of certain assets associated with Pembina’s pipeline systems
including, in respect of certain pipeline systems, linefill would be available to offset abandonment costs.
However, it is not possible to definitively predict abandonment costs since they will be a function of
regulatory requirements at the time and the value of Pembina’s assets, including linefill, may then be
more or less than the abandonment costs. Pembina may, in the future, determine it prudent or be '
required by applicable laws or regulations to establish and fund one or more reclamation funds to provide
for payment of future abandonment costs. Such reserves could decrease cash flow available for
distribution to Unitholders and to service obligations under the Convertible Debentures.

Operational Hazards

Pembina’s operations are subject to the customary hazards of the pipeline ransportation business. The
operatons of Pembina’s pipelines could be disrupred by nawural disasters or other events beyond
Pembina's control. A casualty occurrence could result in the loss of equipment or life as well as injury and
property damage. Pembina carries insurance coverage with respect to some, but not all, casualty
occurrences in amounts customary for similar business operations, which coverage may not be sufficient

to compensate for all casualty occurrences.

Credit Risk

Pembina is subject to credit risk arising out of both its pipeline and midstream operations. A majority of
Pembina’s accounts receivable are with customers in the oil and gas industry and are subject to normal
industry credit risk. Historically, Pembina has collected its accounts receivable in full. However, it
maintains lien rights on the oil and NGLs that are in Pembina’s custody during the transportation of
such products on the pipeline as well as the right of offset for single shipper operations. It also actively
reviews credit worthiness of all new shippers on its systems and regularly reviews the credit status of
current shippers,

Pricing

Terminalling, storage and hub services are dependent upon the ability of Pembina to take advantage of
pricing differentals for various qualitative factors in the crude oil and NGL sweams. These differentials
are based primarily on product density and sulphur content and are subject to normal market forces.
Pembina actively monitors the market conditions and the stream content and quality to ensure that it is

not subject to undue risk or exposure should there be a significant change in either price or quality factors.
i
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SELECTED QUARTERLY FINANCIAL INFORMATION

. . 2006 2005 e

- 04 03 02 Q1 04 03 02 o1 s

':‘ Revenues I : - h

p ;. - (n thousands of dollars, except where noted) $88,062 $85326 $80924 $81,506 $77644 §$73,100 870,120 $69,658 L

. Operating expenses 32,534 29,171 27,733 29,572 28520 24480 24763 24973 I

 EBITDA® 49626 50261 39,554 44,732 45027 44,558 40,207 39,738 7

«. Net earnings 27231 24563 16940 20,151 21,705 19,778 14373 14,553 .

j Z Net earnings per Trust Unit (%/Uniy ’ - R

Basic and diluted 0.22 0.20 0.14 0.17 0.19 0.18 0.14 0.14 U

" 7 Distributed cash® 37,687 36,461 34,567 33,570 29667 29,099 274747 27,242 LT

“ Distributed cash per Trust Unit ($/Unin @ 5

e Basic 03000 02950 02850 02850 02625 02625 02625 02625 A

T Diluted_ 0.2956 02902 02803 02786 02526  0.2599 02556 - 0.2548 = -

‘_; Trust Unit§ oulstanding (thousands) ) ‘ .; _ . J

. Weighted average (hisio 125,625 123576 121,289 117,784 113019 110845 104,660 - 103,776 T

. . Weighted Average (dumd) 132,789 131,502 130,036 129,692 128254 128,632 126,104 = 125,679 NS el
. End of Period 126218 124262 122,030 119,816 113,897 111,938 104,949 104,127 el

o -jj. W) Refer to “Non-GAAP measures”™ on page 36.

L " Pembina’s stable operations typically produce limited variability in quaftcrly results. However, continued
o growth in Pembina’s underlymg asset base and significant growth in the midstream business has resulted
e . in increased revenues, expenses and cash flows over the last eight quarters, Variations in this. trend result
from one-time events and expected seasonal factors which impact pipeline receipts and: operating
5 expenses, occurting most frequently during the second quarter of each year. Such events: and factors
include, but are not limited-to, regularly scheduled facilities maintenance, road bans and weather-related

impact on receipts and spending patterns.

T FOURTH QUARTER RESULTS

Net ‘earnings for the fourth quarter were $27.2 mllllon compared with $21.7 million in 2005. The

S increase in net earnings reflects an increase in earnings before tax of $4.0 million due to. the record

. : operating performance ‘of all business segments and a higher future income tax reduction that was
| impacted by the utilization of tax pools. '

Cash flow from operations for the fourth quarter was $35.1 million, an increase of $12.4 million from LT

' ,'. - A 2005. The increase is primarily due to the increased volumes transported on all systems, various tariff T ’
T ' increases implemented during 2006 and the resulting increase in revenues. Cash from financing activities - T
. : ' in the fourth quarter consisted of borrowings under the bank facilities and the issuance of Trust Units Sl
< under the DRIP to finance the Cheecham Lateral and the Horizon Pipeline offset by distributions to T
E ] _ Unitholders. Cash used in investing activities increased from $27.0 million in 2005 to $60.5 million in Y

- 2006 as a result of the constructon projects.

ADDITIONAL INFORMATION L s

Additional information relating to Pembina Pipeline Income Fund, including the Fund’s 2006 Annual “
Information Form and financial statements, can be found on the Fund’s profile on the SEDAR website Al

e : at www.sedar.com or at www.pembina.com.
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MANAGEMENT'S RESPONSIBILITY

The consolidated financial statements of Pembina Pipeline Income Fund (the “Fund”) are the responsibility of Pembiria’s
management. The financial statements have besn prepared in accordance with Canadian generally accepted accounting

|
principles, using management’s best estimates and judgments, where appropriate.

: !
Management is responsible for the reliability and integrity of the financial statements, the notes to the financial statements,
and other financial information contained in this rebort. In the preparation of these financial statements, estimates
are sometimes necessary because a precise determination of certain assets and liabilities is dependent on future even{ts.
Management believes such estimates have been based on careful judgments and have been properly reflected in the
accompanying financial statements. ' S
Management maintains a system of internal controls designed to provide reasonable assurance that assets are safeguarded af{ld
that accounting systems provide timely, accurate and reliable financial information. 1

The Board of Directors of Pembina Pipeline Corporation (the “Board”) is responsibie for ensuring that management fulﬁi‘ls
its responsibilities for financial reporting and internal control. The Board is assisted in exercising their responsibilides throuéh
the Audit Committee, which is composed of three non-management directors. The Audit Committee meets periodically with
management and the auditors to satisfy itself that management’s responsibilities are properly discharged, to review the financial

statements and to recommend approval of the financial statements to the Board. |

KPMG LLP, the independent auditors, have audited the Fund’s financial statements in accordance with Canadian generalfy -

accepted auditing standards and their report follows. The independent auditors have full and unrestricted access to the Audit

Committee 1o discuss their audit and their related findings. q

Robert B. Michaleski ' Peter D. Robertson B
President and Chief Execurive Officer Vice President Finance and ‘
Pensbina Pipeline Corporation Chief Financial Officer

Peririna Pipeline Corparation ] :

Mareh 8, 2007
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AUDITORS' REPORT TO THE UNITHOLDERS -

We have audited the consolidated balance sheets of Pembina Pipeline Income Fund as at December 31, 2006 and 2005 and
the consolidated statements of earnings and deficit and cash flows for the years then ended. These consolidated financial
statements are the responsibility of the Fund’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits. ) .

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that
we plan and perform an audit to obtain reasonable assurance whether the consolidated findncial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
consolidated financial statements. An audit also includes assessing the accounting principles used and significant estimates

made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial posidon of the Fund
as at December 31, 2006 and 2005 and the results of its operations and its cash flows for the years then ended in accordance
with Canadian generally accepted accounting principles.

KPMG vep _ _ :

Chartered Accountants
Calgary, Canada

Marck 7, 2007 -




Pembina Pipeline Income Fund 2006 Annual Report [13

. CONSOLIDATED BALANCE SHEETS

December 31, 2006 and 2005 (in thousands of dollars) 2006 2005

ASSETS’
Current assets: . -
Cash _ $ 186l $

Accounts receivable . . . . ‘ 44947 - 7 31,012
o 46,808 31,012!

Prope@, plant and equipment (Note 5) ’ 1,257,729 1,161,691°
Goodwill and other (Note 6) " . T " 371,667 366,416,
' ' - $ 1676204  § 1559119

LIABILITIES AND UNITHOLDERS' EQUITY

Current liabilities: BT ) . ' i
’ Ban-k indéhtedness - ) ) . $ $ A 7,311,
Accounts payable and accrued liabilities o ' 37,411 18,4891
Distributions payable to Unitholders ' . , 12,622 9,966,
Current portion of long-term debt (Note 7) ’ - ‘ 5,973 7',968;=
Current portion of convertible debentures (Note ) 7 15,133 8,000:

7 _ _ 71,139 | 51,734

Long-term debt (Note 7) . _ - 547,396 456,094/
Convertble debentures (Note 8) . R ' o 61,679 - 150’040:
Asset retrement obligations Note 10) ~~ - 29,889 19,716‘}.
Future income taxes (Note 1) ' : | 113,617 ‘137,923.;!-
- ' a ' - 823,720 815,507
Unitholders’ equity:" ‘ : o . _ n _ ' . ]|[
Trust Units (Note 12) ) ‘ ) 1,235,809 1,073,537,
Deficit o o , (383,325) (329925)
| 852,484 - 743,6121

_Coﬁ]mitrneﬁts (Note 17) ' ) _ = § . : “ i
$ 1,676,204 ©$ 1,559,119,

On behalf of rheABoe_l_rd of Pembina Pipeline Corporén’on: ¢

- - - :

Lorne B. Gordon . Robert F, lor
Director Diractor : . . . !

. = "

March 8, 2007 .

See accompanying notes.
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CONSOLIDATED STATEMENTS OF EARNINGS AND DEFICIT

Years ended December 31, 2006 and 2005 (in thousands of dollars, except per Trust Unit amounts) 2006 2005
Revenues: -

Conventional pipelines $ 222957 5 204331

Oil sands infrastructure 62,120 55,472

Midstream business 50,741. 30,719

335,818 290,522

Expenses:

Operations 119,010 102,736

General and administrative 25,608 17,091

Management fee 1,027 1,165

Depreciation and amortization (Note 5,l6) 85,619 85,270

Accretion on asset retirement obligations (Note 10) 1,395 1,013

Internalizaton of management contract (Note 3) 6,000

238,659 207,277

Earnings before interest and taxes 97,159 93,245
Interest on long-term debt (Note 7) (24,880) (23,877)
Interest on convertible debentures (Note 8) (7,700) (16,599
Earnings before taxes 64,579 42,769
Income and capital taxes (reduction) (Note 11) (24,306) (27,640}
Net earnings 88,885 70,409
Deficit, beginning of year (329,925) (286,852)
Distributed cash (142,285) (113,482)
Deﬁcit, end of year $ (383,32%) § (329929
Earnings per Trust Unit = basic and diluted (Note 14) 5 0.73 b 0.65

See accompanying notes.
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Years ended December 31, 2006 and 2005 (in thousands of dallars) 2006 263[05
Cash provided by (used in); .
Operaﬁng activities; g
Net earnings $ . 88,885 $ 70,409
Items not involving cash:
Depreciation and amortization 7 _85',619 85,25'0
Accretion on asset retiremnent obligadons 1,395 1,0"15
Futur? income tax reduction (24,306) (29,3};/'7)
Employee future benefits expense _ 4,620 3,3}83
Trust Unit based compensation expense 1,135
Other _ ' 363 362
Employee future benefits contributions . . (9,000) (13,3[?9)
Changes in non-cash working capital (Note 15), (4,851) (5,353)
Cash flow from operations ' 143,860 112,3:;50
Financing activities:
Bank borrowings ' _ 59,862 31,438
Issue of senior notes (net of issue costs) ' 194,842 ‘
Reépayment of long-term debt g (165,000) E
Repayment of senior secured notes o {5,555) (1,769
Issue of Trust Units on exercise of options (Note 12) 3271 '6,7;[52
Issue of Trust Units under Distribution Reinvestment Plan (Note 12) 76,639 31,2:?'0
Distribudons to Unitholders — current year (129,664) - (103,53 6)
Distribudons to Unitholders — prior year (9,966) (9,007)
‘ 24,429 (44,837)
Investing activities: ;
Capital expenditures (168,955) (79,4}.?7)
Changes in non-cash working capital (Note 15) 9,838 7,594
- . (159,117) @ 1',s;<;s3)
Change in cash 9,172 (4,3?0)
Bank indebtedness, beginning of year (7,311) (2,971)
Cash (bank indebtedness}, end of year $ 1,861 % (7,32 D
Other cash disclosures: "
Interes;t on long-term debt paid $ (25,698 5. (25 ,4:?4)
Interest on convertible debentures paid $ (6740 5§ (5 ,636)
Interest capitalized $ (4,014) $ (2,190)
Taxes paid $ (419 $ (928)

See accompanying notes.
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Years ended December 31, 2006 and 2005 (tabular amounts stated in thousands of dollars, except per Trust Unit amounts)

Note |.Structure of the Fund:

Pembina Pipeline Income Fund (the “Fund”) is an open-ended, single purpose trust formed under the laws of the Province of Alberta
pursuant to a declaration of trust. The Fund commenced operations in October 1997 when it acquired all of the shares and unsecured
promissory notes of Pembina Pipeline Corporadon {“Pembina”) which owns or has interests in pipelines and related facilities to
deliver crude oil, condensate and natural gas liquids in Alberta and British Columbia, and other energy related infrastructure.

The Fund makes monthly distributions of its distributable cash to Unitholders of record on the last day of each calendar month. The
amount of the distributions per Trust Unit are equal to the pro-rata share of interest income (and in certain circumstances repayment
of principal) on the Pembina notes and dividends (and in certain circumstances repayment of capital) on the Pembina shares less
expenses of the Fund and cash redemptions of Trust Units.

Pursuant to the Fund’s distribution policy, it will pay interest, principal, dividends and capital, subject to retaining an appropriate
distribution reserve, satisfying its financing covenants, making loan repayments, and funding future removal and site restoration
expenditures. Pembina’s maintenance capital expenditures are expected to be funded from available cash while ongoing development,
expansions and-acquisitions of pipeline and other assets and related facilities are expected to be funded primarily through borrowings
or issuance of addidonal Trust Units. ;

Note 2. Significant Accounting Policies:

‘The preparation of these consolidated financial statements requires the use of estimates and assumptions which have been made using
careful judgment. In the opinion of management, these consolidated financial statements have been properly prepared within reasonable
limits of materiality and within the framework of Canadian generally accepted accounting principles for non rate-regulated entities.
Cermin of the prior year’s comparati\;e figures have been reclassified to conform with the current year’s presentadon.

Regulation

‘The pipeline systems in Alberta and British Columbia are subject to the respective provincial udlities board authority over matters
such as construction, rates and rate setting agreements with customers. Pipelines crossing provincial borders are also subject to
the authority of the Naticnal Energy Board. The Alberta pipelines generally operate under market tolling arrangements and the
utilities board will not review rates unless it receives a complaint. Rates on the British Columbia pipelines require provincial utlity
board approval and certain period costs are deferred and recovered in tolls over a five year period as directed by the regulator.

Principles of conselidation

"These consolidated financial statements include the accounts of the Fund, its wholly owned subsidiary companies and partnerships,
and its proportionate share of the accounts of joint ventures and partmerships. The Fund does not utlize off balance sheet
arrangements with unconsolidated entites. '

Cash and cash equivalents
Short term investments with original maturities of ninety days or less are considered to be cash equivalents and are recorded at cost
which approximates market value.
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Property, plant and equipment
Development capital expenditures (upgrades and expansions) and maintenance capital expenditures (major renewals and
improvements) are capitalized at cost. Maintenarce and repair costs are expensed as incurred. Interest is capitalized duringﬂ the
construction phase of large expansions.

Pipeline assets and facilides are generally depreciated using the straight line or declining balance method at rates ranging from 3%
o 10% per annum. AOSPL and storage assets and sacilities are depreciated using the straight line method at annual rates ranging from
3% to 5%. These rates are established to depreciate original costs over the economic lives or contractual duration of the related assers.

Goodwill

Goodwill represents the excess, if any, of the consideration paid over the fair value of idendifiable assets and liabilities acquired in a
business combination, and often arises as a result of the recognition of a future income tax liability related to the difference bet\}veen
the fair value and the tax base of acquired assets. Goodwill is not amortized but, at a minimusn, is subject to an annual impairment
test and an impairment loss is recognized when the carrying amount of goodwill exceeds its fair value. The measurement methodology‘
used to evaluate whether there is a permanent impairment in the value of goodwill is based on discounted cash flows.

Other intangibles .
Other intangibles acquired individually or as par: of a group of assets are recognized and measured at cost. Other mtanglblcs are
amortized using the straight line method over the 20-year contractual duration of the relared asset.

Impairment of long-lived assets

Management reviews property, plant and equipment and other intangibles to determine if circumstances indicate impairment in the'
carrying value or changes in the estimated useful life of the asset. If impairment has occurred, an impairment charge to earnings is
recognized for the amount the carrying value of the asset exceeds its estimated fair value based on discounted future cash flows.

Employee pension plans

A subsidiary of the Fund maintains 2 non-contributory defined benefit pension plan covering its employees along with an unfunded
supplementsal retirement plan for those employees affected by the Canada Revenue Agency maximum pension limits. The cqst of
pension benefits earned by employees in the defined benefit plans are charged to earnings as services are rendered using the projected
benefit method pro-rated on service. The cost of the defined benefit plans reflects management’s estimate of the rate of return on
pension plan assets, salary escalations, mortality and other factors affecting the payments of future benefits. Adjustments arisin':g out
of plan amendments, changes in assumptions and. experienced gains and losses are normally amordzed, using the corridor mé;;hod,
over the expected remaining average service life of the employee group. Under the corridor method, amortization is recorded only if
the accummulated net actuarial gains or losses exceed 10% of the greater of the accrued benefit obligation and the value of the plan
assets, The market value of assets is used for all alculations, ‘

i
1

Asset retirement obligations .
The fair value of the estimated asset retirement obligations are recognized in the period in which they are incurred, when an estimate
can reasonably be made and industry practice or regulation requires removal of the asset upon retirement. The fair value is recjbrded
as a long term liability with a corresponding increase in the carrying value of the property, plant and equipment. The liability is
accumulated over time through charges to earnings and is reduced by the actual costs incurred upon settlement. Any difference
between the actual costs incurred upon settlement and the recorded liability is recognized as a gain or loss in earnings. !
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Note 2. Significant Accounting Policies: (continued)

Income taxes . .
Income taxes, based on current legislation, are recorded on the liability method of accounting as the subsidiaries are projected to be
taxable in the future. Income tax obligations relating to distributions from the Fund are the obligations of the Unitholders.
Accordingly, no provision for income taxes on the earnings of the Fund have been made.

Future income tax liabilities of subsidiaries are recognized on acquisitions and reflect the difference between the book value and tax
value of capital assets at future statutory income tax rates. On recognition, an equivalent amount is allocated to property, plant and
equipment or, if the consideration paid approximates the estimated depreciated replacement cost, then the allocation is to goodwill.
The future income tax reduction represents the change in these amounts and other timing differences during the year.

Revenue recognition

Pipeline transportation revenues are recorded when the services have been provided. For rate or contractually regulated pipeline
operations, revenue is recognized in a manner that is consistent with the underlying rate design as mandated by agreement or
regulatory authority. :

Certain pipelines have been designated single-shipper lines where producers must either sell their product at the inlet point or sell
their product at the inlet point and repurchase it at the delivery point for the inlet price paid plus an agreed-upon differential on a
pre-arranged basis. The buy/sell transactions are recorded when the services have been provided and recognized on a net basis in the
statement of earnings. Product sales are recognized when the product is delivered to a customer.

Storage revenue is recognized when the service is provided consistent with the rate contracted with the customer.

Unit based compensation i

The Fund uses the fair value method to account for the corﬁpensation cost of optons granted pursuant to the unit option plan
described in Note 13. Under the fair value method, the options are measured at fair value at the grant date and the cost is recognized
in earnings over the vesting period. Consideration paid on exercise of the options is credited to Unitholders’ equity.

The Fund has a restricted Trust Unit plan as described in Note 13, As participants in this plan are entitled to a cash payment on a
fixed vesting date, the Fund is using the intrinsic value method to account for the compensation cost of this plan. Changes in intrinsic
value result in a change in the measurement of compensation cost. As awards vest at the end of the vesting period, compensation cost
_ is recognized as incurred.

Risk management
The Fund uses derivative financial instruments to manage exposure to interest rates, power costs and crude oil or natural gas liquids.
The Fund does not use financial instruments for trading or speculative purposes.

The Fund formally documents all relationships berween hedging instruments and hedged items, as well as its risk management
objective and strategy for undertaking various hedge transactions. The Fund also assesses, both at inception and on an ongoing basis,
whether the derivatives that are used in hedging transactons are highly effective in offsetting changes in fair values or cash flows of

hedged items.

Unrealized gains and losses on derivative instruments that qualify for hedge accounting are not recorded. When realized, the gains
and losses are charged to net earnings. Gains and losses on derivatives that are not designated as, or do not qualify as, part of hedging
relationships, and any gains or losses after the termination of hédging relationships are charged to earnings as they arise.
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Note 3. Internalization of Management Contract: ‘|!

Effective June 30, 2006, the Fund acquired all of the outstanding common shares of Pembina Management Inc. &Manager), tﬁhe
manager of the Fund. Total consideration for the wansaction consisted of an initial cash payment of $6 million and a continge;nt
deferred payment payable in 2009 that is linked to future growth in distributable cash per Trust Unit of the Fund. If the funire
cumulative distributable cash in the period from January 1, 2006, to December 31, 2008 does not exceed $3.42 per Trust Unit ($1. 14
per Trust Unit per year), the deferred amount is zero. Every approximate 10 cent per Trust Unit increase in cumulative dlstrlbutable
cash over $3.42 per Trust Unit results in a $1 million increase in purchase price to 2 maximum of $15 million, which is converted i mto
notional Trust Units based on the weighted-average trading price of the Trust Units for the 20 wading days prior to June 30, 2006
of $15.87 (the closing price). The purchase price will atso be adjusted by the distributions payable on the notienal Trust Units for the
period January 1, 2006 to December 31, 2008, and the change in the value of the Fund’s Trust Units from the closing price. No
further payments under the share purchase agreemen are pavable until 2009, however assuming the 2007 and 2008 distributable cash
is similar to 2006, the potential deferred payment would be $2.2 million. é|

. e . - . T 1
Prior to the acquisition, Pembina, together with the cther operating subsidiaries of the Fund, was managed by the Manager pursuant
to a management agreement. As compensaton for its services, the Manager was entitled to: 1’

(a) a management fee equ:lnl-to 0.9825% of distributed cash; . i‘
(b) an acquisition fee of 0.655% of the purchase price of any material pipeline asset or facility acquired or swapped; I
(©) a dlsposmon fee of 0.49125% of the sales price of any material pipeline asset or facility sold; and ;}

(d} an annual incentive fee calculated as a percentage of distributed cash per Trust Unit as follows: 4.9125% of such dlsmbunon
equal to or in excess of $1.05 per Trust Unit annually but less than $1.09 per Trust Unit annually; 6.55% of such
distribution equal to or in excess of $1.09 per Trust Unit annually bur less than $1.19 per Trust Unit annually; and 7. 86%
of such distribution equal to or in excess of $1.19 per Trust Unit annually. ||

In 2006 the Manager was paid 2 management fee of $1.0 million (2005: $1.2 million).

Prior to Lhe acquisition and pursuant to an administration agreement, as compensation for its administrative services to the Fund, the
Manager received an annual fee of $20,000. . ’
l

Note 4. Business Segments: . : |

. . . it
The Fund conducts its operations through three operating segments: convendonal pipelines, oil sands infrastructure and midstream

j

Conventional pipelines consists of the tariff based operations of pipelines and related facilities to deliver crude oil, condensate and

business.

natural gas liquids in Alberta and British Columbia.

Oil sands infrastructure consists of the AOGSPL system the completed Cheecham Lateral and the Horizon Pipeline. As at December 31l
2006, only the AOSPL system was operational. T'his operating segment consists of pipelines and related facilities to deliver f.ynthctlc
crude oil produced from oil sands under fong-term cost-of-service arrangements. ’

{

Midstream husiness consists of the Fund’s direct and indirect interest in a storage operation and direct and contractual mtt,rests in
terminalling, storage and hub services under a mixture of short, medium and long-term contractual agreements.
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Note 4. Business Segments: (continued)

The financial results of the business segments are as follows:

Conventional Chl Sands Midstream
- Pipelines® Infrastructure Business . Total
1006
Revenues:
Pipeline transportation § 222,957 $ 62,120 $ $ 285,077
Tcn'nihailing, storage and hub services® 50,741 50,741
- Revenue before expenses 222,957 62,120 50,741 135,818
Expenses:
Operations 89,860 24,839 4,311 119,010 -
General and administradgve 22,758 1,255 1,595 25,608
Management fee 1,027 1,027
Depreciation and amortization 66,593 10,069 8,957 85,619
Accretion on asset retirement obligations 1,327 68 1,395
Internalization of management contract 6,000 6,000
187,565 36,231 14,863 238,659
Earnings before interest and taxes § 3539 $ 25889 $ 35878 $ 97,159
Property, plant and equipment $ 751,975 $ 382973 $ 122,781 $ 1,257,729
Goodwill and other $ 216,383 S 28,300 $ 126,984 $ 371,667
U Net of product purchases of $5 million.
@ Less than 5% of comventional piptline revenues are under regulated tolling arrangements.
2005
Revenues: ;
Pipeline transportation . $ 204331 $ 55472 $ $ 259,803
‘Terminalling, storage and hub services 30,719 30,719
Revenue before expenses 204,331 55,472 30,719 290,522
Expenses:
Operadons 80,388 18,523 3,825 102,736
General and administrative 15,462 1,227 402 17,091
Management fee 1,165 1,165
Depreciation and amortization 66,114 9,978 9,178 85,270
Accretdon on asset redrement obligatons 960 55 1,015
164,089 29,783 13,405 207,277
Earnings before interest and taxes 40,242 § 25,689 § 17314 $ 83,245
Property, plant and equipment 747,810 $ 298,052 $ 115,829 $ 1,161,691
Goodwill and other 207,486 $ 28300 $ 130630 § 366416
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A summary of the Fund’s interest in the Fort Saskatchewan Ethylene Storage P_armérship as at December 31, 2006 is as follows:"

2006 2005

Current assets : . - s 1,852 3 l,ébl
Working capital . 1,852 - l,SDl
Property, plant and equipment A . . 95,472 100,477
Goodwill and other intangibles . ’ . _ 126,984 ' 130,630
Future income taxes . ) . (53,759 {57,031)
Investment in partnership ' : _ $ 170,549 $ 175877
Revenues - $ 21,891 3 2],543
Expenses A $ 4,208 3 3,4123
Net earnings $ 872 $ 8,942
Cash flow from operations $ 17,683 $ 18,120
Note 5. Property, Plant and Equipment:

Accuntulated 2006 2005

.  Cost Depreciation Net - Net

Conventional pipelines® $ 1,261,090 $ (509,115 $ 751,975 $ 747,8?10
Ol sands infrastructure® ‘ : 423,856 (40,883) - . - 382,973 298,0%2
Midstream business . 142,298 (19,517) ) 122,781 115,8:29
' $ 1,827,244 $ (569,515 8§ 1,257,729 $ 1,161,691

f

O Includes $7 million of deferved integrity costs on the Western sy:tem amortized over five years at the direction of the reguiator. !
@ Inctuded in costs are assets under comstruction for Cheechaw Laveral of $37.8 million and Hovizen Pipeline of $49.4 million capitalized but not yer depreciated in 2006,

Depreciation expense in 2006 was $81.7 million (2005: $81.3 million).

Note 6. Goodwill and Other: -

Accumulated 2006 2005

‘ ] Cast Amortization ) " Net Net

Goodwill - ‘s 87670 S S 287670 S 287,670
Other intangibles 75,000 (13,016) 61,984 65,630
Deferred charges ) 10,607 " (1,816) 8,791 4274
Pension asset 13,222 13,222 ' 8,é42
S 386,499 §  (14832) § 371,667 $ 366,416

1
Amortization of deferred charges of $3.9 million (2005: $4.0 million) is included in depreciation and amortization expcnseéiand

amortization of deferred charges of $0.4 million (2005: $0.3 million) is included in interest on long-term debt expense.

1
]
|
i
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Note 7. Long-Term Debt:

Auvailable facilities at Decensber 31, 2006 2006 2005

Bank loans: _

Operating facility § 30,000 b 688 $ 10,826

Revolving credit facility 230,000 10,000 105,000
Senior unsecured notes — Series A 175,000 175,000 175,000
Senior unsecured notes — Series B 75,000 75,000 75,000
Senior unsecured notes — Series C . 200,000 200,000

~ Senior secured notes 92,681 92,681 98,236
$ 802,681 553,369 464,062

Less current portion . (5,973) (7,968)
Balance December 31 $ 547,396 $ 456,094

The bank facilities are syndicated facilities established with Canadian chartered banks. On July 24, 2006, the revol;/ing bank facilities
of Pembina Pipeline Corporation, the principal operating subsidiary of the Fund, were renewed for a period of five years to July 24,
201 1. There are no repayinents due over the term. Borrowings bear interest at either prime lending rates or based on banker’s
acceptance rates plus applicable margins. The margins are based on the credit rating of the senior unsecured debt of Pembina Pipeline
Corporation and range from 0.50% to 1.50%.

Series A senior unsecured notes bear interest at 5.99% payable semi-annually and are due June 15, 2014. Series B senior unsecured
notes bear interest at the three month banker’s acceptance rate plus 90 basis points payable quarterly in arrears and are due on June
22, 2009. On September 29, 2006, Pembina Pipeline Corperation closed 2 $200 million private placement of senior unsecured notes
with institutional investors in the United States and Canada. These Series C senior unsecured notes bear interest at 5.58% payable
semi-annually and are due September 30, 2021. These notes are subject to the maintenance of certain financial ratios. -

The $92.7 million senior secured notes are due 2017 and bear interest at 7.38% per annum, compounded semi-annually and payable
monthly in arrears. Blended monthly payments of principal and interest of approximately $1 million are payable on the first day of
each month through August 2017. These notes are subject to the maintenance of certain financial ratios, and are secured by a floatng
charge debenture on the assets of the Fund and its subsidiaries, guarantees of the subsidiaries and a pledge of the subsidiaries’ shares.

At the beginning of the year, the Fund had entered into interest rate swaps for a notional amount aggregating $85 million whereby
the Fund receives 2 floating rate and pays a fixed rate. The $25 million interest rate swap that was outstanding as at December 31,
2005 matured on August 29, 2006. The $60 million remaining interest rate swap averaged a fixed rate of 5.23% and matures on
June 9, 2008. The fair value of the swap at December 31, 2006 was an unrecognized loss of $0.1 million (2005: $0.6 million).
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Scheduled payments of principal on the notes in the next five years are as follows (the renewed bank facilities have no repayments due

over the term): ]

Year

x\ure: X

2007 : _ $ 5,973 ‘;;
2008 6,422 1’1
2009 81,904 |
2010 _ ) 7,423 ¢
2011 ‘ 7,081 |
$ 109,703 !

_ i

Note 8. Convertible Debentures: :l
5.25% 7.50% 7.35% Total :

Balance, January 1, 2005 . ; 11,134 $ 31,204 $§ 209325 $ 251,663 l‘
Conversions 3138 (7.362) (83,127) 93,623)"
Balance, December 31, 2005 “ 8,000 23,842 126,198 158,040 l
Conversions : (8,000} (8,709 (64,519} (81,228)1
Balance, December 31, 2006 $ § 15133 S 61,679 $ 76812 5‘

. i
The 8.25% convertible unsecured subordinated debenrures matured on March 31, 2006. ‘}

The 7.5% convertible unsecured subordinated debentures mature on June 30, 2007, with interest payable semi-annually on June 30'
and December 31. The debentures may be converted at the option of the holder at a conversion price of $10.50 per Trust Unit at any,
time prior to maturity and may be redeemed by the Fund. The Fund may, at its option, elect to redeem the debentures by i 1ssu1ng
Trust Units. The Fund can eleet to pay interest on the debentures by issuing Trust Units, ) l
The 7.35% converuble unsecured subordinated debentures mature on December 31, 2010, with interest péyabl_e semi—annuallyi;;
in arrears on June 30 and December 31. The debentures may be converted at the option of the holder at a conversion price of
$12.50 per Trust Unit at any time prior to maturity and may be redeemed by the Fund. The Fund may, at its option after June 30,:'

2006, elect to redeem the debentures by issuing Trust Units. The Fund can elect to pay interest on the debentures by issuing:
Trust Units. i

The Fund did not allocate a portion of the convertible debentures to equity as the calculation of the equity component was not
significant when such an allocation was based on an approximate interest rate that would have been applicable to the issuance of

it
similar debt without the conversion features at the time the debentures were issued,

I
y
i
;
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Note 9. Employee Future Benefits:

A subsidiary of the Fund maintains two non-contributory defined benefit pension plans covering its employees: a funded registered
plan for all employees and an unfunded supplemental retirement plan for those employees affected by the Canada Revenue Agency
maximum pension limits. Benefits under the plans are based on the length of service and the final average best three years of ecarnings

of the employee. Benefits paid out of the plans are not indexed. .

The subsidiary funds these plans in accordance with government regulations by contributing to trust funds administered by an
independent trustee. The funds are invested primariiy in equities and bonds.

The Fund measures its accruzed benefit obligation and the fair value of plan assets for accounting purposes as at December 31 of each
year. The most recent actuarial valuation is dated December 31, 2005.

Plan contributions totaled $9 million in 2006 (2005: $13.3 million).

Information abour the defined benefit plan is as follows:

2006 2005

Accrued benefit obligation
Accrued benefit obligation, beginning of year - $ 72,768 $ 58257
Current service cost - 3,878 2,996
Interest cost L 3,693 3,526
Benefits paid (5,588) (2,967)
Actuarial loss 3,531 10,956
Accrued benefit obligaton, end of year $ 78,282 $ 72,768
Plan assets ’ ' ,
Fair value of plan assets, beginning of year $ 61,140 $ 45,828 -
Actual return on plan assets 7,657 4,930
Employer contributions ' . 9,000 13,349
Benefits paid ’ ' (5,588) (2,967}
Fair value of plan assets, end of year $ 72209 $ 61,140
Funded status
Deficit : : $ (6073 $ (11,628)
Unamortized net actuarial loss . 21,863 23,324
Unamortized transitional asset ‘ : (2,568) (2,854)
Accrued benefit asset $ 13222 $ 8,842
Plan assets consist of:
Asset category ’ : Pereentage of plan assets
Equity securities . R 68% . 64%
Debt securities ' o 30% 36%
Cash . 2%

Total ' ' o 100% 100%
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" Less than 0.1% of the plan assets are in\{ésted in securities of the Fund.

The net benefit plan expense is as follows:

2006 ) 2005
Current service cost . . . § 3878 ’ $ 2,996
Interest cost ‘ . 3,693 - 3,526
Actual return on plan assets : o (7,65T) (4,930);
Actuarial loss on accrued benefit obligation . 3,531 ' 10,956
Cost arising in the peried- - 3,445 12,548 1
Differences between costs arising in the period and costs recognized in the period in respect of: i
Return on plan assets ' ) : 3,451 1,586
Actuarial gains and losses . 1,993) (10,466);
Transitional asset ' : (285) (285)]
Net benefit plan expense $ 4618 £ 3383 i
Assumptions for the expense and accrued benefit obligation are as follows: : |
2006 - 2005 °
Assumptions for expense _ :
Discount rate ' . 5.0% 5.9%
Expected long-term rate of return on plan assets : 6.75% 7.0% .
" Rate of compensation increase ] : ) 4.35% 4.0%
Assumptions for accrued benefit obligation !
Discount rate : - ‘ ] 52% | 5.0% '
Rate of compensation increase . 5.32% 4.4% + I
|

The Fund has a non- pension post employment benefit plan which has an unfunded. benefic obhgauon of $1.8 million (2005
$2.0 rmlllon) In 2006 there was a plan expense of $0.2 million (2005: $0.4 million). ) O

i
El

Note 10. Asset Retirement Obligations: - !

The Fund has estimated the net present value of its total asset retirement obligations based on a total future liability (adjusted for 3%
inflation per annum) of $187 million (2005: $139 million). The obligations are expected to be paid over the next 50 years w1th
substandally all being paid after 30 years. The Fund used credit adjusted risk free rates ranging from 5.95% to 7.4% to calculate r_he
present value of the asset retirement obligadons. t

The property, plant and equipment of the Fund consists primarily of underground pipelines, above ground equipment facilities an&
storage assets. No amount has. been recorded relating to the removal of the underground pipelines or the storage assets as th%
potential obligations relating to these assets cannot be reasonably estimated due to the indeterminate timing or scope of the assei:
retirement, As the timing and scope of retirement become determinable for these assets, the fair value of the liability and the cost of
retirement will be recorded. . |
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Y

Note 10. Asset Retirement Obligations: (continued)

i 2006 2005
Obligations, beginning of year ’ o $ 19,716 $ 15,729
 Change in obligation estimate L 8,778 2,972
" Accretion expense ’ . k 1,395 1,015
Obligations, end of year E $. 29,889 $ 19,716
Note | |.Income Taxes: :
The components of the subsidiaries’ future income tax lial:féility are as follows: i
- 2006 2005
| -
| Difference between book values and tax values of: . ,
Property, plant and equipment ' . 5 96,992 $ 126206
Intangibles ) . ' 13,686 16,549
Taxable limited partnership income deferral . 41,662 43271
Deferred revenue ; ‘ - (2,423)
Benefit of loss carry-forwards § o (29,393) (43,034
Other ‘ (6,907) (5,069)
. ' $ 113,617 - $ 137923

The provision for income taxes in the financial statements differs from the result which would have been obtained by applying the
combined federal and provincial tax rate to the Fund’s earnings before taxes. This difference results from the following items: ’

) 2006 2005

Earnings before taxes » - '$ 64,579 $ 42,769
Combined statutory rate ' - 32.5% 33.6%
Income taxes at the statutory rate : . ‘ 20,988 14,370
Increase (decrcase)r resulting from: ' _

Tax rate changes on future income tax balances . (14,344)

Capital taxes : ) . 1,737

Interest on convertible debentures 5 : 2,503 5,577

Non-deductible items - : : l 2,277

Interest deductions of subsidiaries arising from interc;(i)liporate debt - : (38,907) - (39,412)

Other . , 3,177 ©9,912)
Income taxes -8 (24,306} (27,640

On October 31, 2006, the Federal Government arinounced a proposed trust taxation of 31.5% of distributions which may be effective

January 31, 2011 that may impact the Fund’s.current and future income taxes.
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Note 12, Trust Units: . _ |
' |

The Fund is authorized to create and issue an unlimited number of Trust Units.

Trust Units Ama;mt

Balance, January 1, 2005 : 102933221 5 941,%02
Exercise of option plan options : 644,039 , 6,7"{62
Debenture conversions 8,033,423 - 93,6|23
Distribution Reinvestment Plan 2,286,319 31,250
Balance, December 31,2005 . - 113,897,002 - 1,073,537
Exercise of option plan options _ . 276,317 - 3, iﬂ
Debenture conversions , ' 7,131,696 81 227
Distribution Reinvestment Plan” " i 4,912,873 ' 76, 639
Contributed Surplus (Note 13) ' l,l35
' Balance, December 31, 2006 . 126,217,888 $ 1,235,809

!
Trust Units are redeemable at any time at the option of the holder, The redemption price is equal to the lesser of 95% of the avérage
market price of the Trust Units during a 10 day pzriod commencing immediately after the redemption date and the closing market
price on the redemption date. The total amount payable by the Fund in respect of redemptons in any calendar month shall noc exceed
$250,000. To the extent that a Unitholder is not endtled to receive cash upon the redempdon of the Trust Units, the redempnon
price shall be satisfied by way of the Fund distributing a f)ro-rata number of Pembina notes, shares or securities of other busin%sses, .

A Unitholders’ rights plan was approved by the Unitholders on April 28, 2005 for a further three year period. If a bid to nci;uire
control of the Fund is made, the plan is designed to give the board of directors time to consider alternatives to.allow Umtholders
to receive full and fair value for their Trust Units. In the.event that a bid, other than a permitted bid, is made, Unitholders become
entitled to exercise rights to acquire Tiust Units of the Fund at 50% of market value, '

The Fund has adopted a Premlum Distribution, Distribution Reinvestment and Optional Unit Purchase Plan (“DRIP”). This 'Plan
allows participants an opporrumty, under the distribution reinvestment component of the plan, to reinvest distributions into Trust
Units at a five percent discount to a weighted average market price or, alternatively, under the premium distribution componen[ of
the Plan, to realize two percent more cash on their dlsmbuuons Eligible Unitholders can also make optional Trust Unit purchases
at the weighted average market price.

!
{
i
|
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Unit-Based Compensation:

The Fund has an optien plan under which directors, officers and employees are eligible to receive options. The number of Trust Units
reserved for issuance is 6, 585,907 representing 3,410,900 options issued and exercisable, 3,117,510 options reserved for future grants
and 57,497 units which have been cancelled.

On November 30, 2006, the directors approved a new grant of 3,410,900 options which were granted to certain employees (excluding
officers) at an exercise price of $14.74, one-third of which vested immediately, one-third of which will vest on the first anniversary
date of the grant, and one-third of which will vest on the second anniversary date of the grant. The options expire seven calendar
years after their grant date. .

The following tables summarize information about the outstanding options at December 31, 2006 and 2005:

Weighted average

Number of options exercise price

Outstanding and exercisable, January 1, 2005 1,137,967 $§ 987
Granted 728,897 13.85
Exercised : ’ (644,039) 10.33
Expired _ - (17,500) 10.81
Outstanding and exercisable, December 31, 2005 1,205,325 . 12.02
Granted - 3,410,900 1474
Exercised (276,317) 11.84
Expired . (294) 13.85
Qutstanding and exercisable, December 31, 2006 ' 4,339,614 $ 14.17
Number outstanding Options Weighted average
Exercise Price at December 31, 2006 exercisable remaining life (years)
$795 54,200 - 54,200 0.3
$ 8.05 ' , 15,000 . 15,000 0.6
$10.56 377,470 377,470 . 29
$13.85 482,044 482,044 53
$14.74 3,410,900 1,136,967 6.9

$79508% 14.74 4,339,614 2,065,681 6.3
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The fair value of each unit option is estimated on: the date of grant using the Black-Scholes option pricing model. The Weig:htcd

average fair values of the options granted during the vear and the weighted average assumptions used in their determination are as follpws:

i
i

7 2006 2005
Annual distribution yield : 9.0% 8.(?;!%
Risk free interest rate - 7 : : 3.8% 4.0%
Expected life _ S years 7 yg%lm
Expected volatility _ 20% 21%
Weighted average fair value per option - . $ 0.74 § 0.76

The Fund expensed $1.1 millien for the year ended December 31, 2006 (2005: $0.1 million).

4

A long term incentive plan was established in 2005. Under this new unit-based compensation plan, awards of restrlcted units are made
to qualifying employees and directors. The plan will result in participants receiving cash compensation based on the valu‘e of
underlying notional Trust Units granted under the plan. The units vest in equal annual amounts over a three year period and the cash
payments will be based on a trading value of the Trust Umts plus notional accrued distributions. As at December 31 2006, 25 943

awards were still outstandmg from the 2005 grant.

1

In 2006, the Fund granted 103,964 awards of resmcted units. At December 31, 2006, 64,460 awards had vested of which 25, 940 )
related to the 2005 grant. Based-on the ninety-day weighted average trading price of the Trust Units prior to December 31, 2006
the estimated intrinsic value of the restricted Trust Units awarded to December 31, 2006 totaled $1.6 million (2005: $1.3 mllhon

The Fund has recorded compensation expense of $1.0 million in 2006 (2005: $0.6 million) relating to vested awards. .

Note 14, Earnings Per Trust Unit:

The following table saummarizes the computation of net earnings per Trust Unit:

]
|
b
:r

2006 2??05
Net earm'ngs_ A . :i[
Numerator for basic and diluted earnings per Trust Unit _ : : $ - 8B,885 $ 70,409
Dencminator: ’ 3‘}
Weighted average denominator for basic Trust Units S : 122,094 108,1'}08
Dilutive instruments: " : ’ ' _ !
Employee options | ‘ - 283 }iS}
Denominator for diluted earnings per Trust Unit P 122,377 108,3:91
* Basic a_nd diluted earnings per Trust Unit . o ’ $ 0.73 $ 0.65

The convemble debentures are not considered in the calculation of diluted earnings per Trust Unit as ‘the actual calculation is ‘lnti-

dilutive. The diluted earnings per Trust Unit are reported the same as basic earnings per Trust Unit as the opdons have Immmal

dllutwe impact. .
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note |5. Change In Non-Cash Working Capital:’

) 2006 . 2005
Accounts receivable ' : ) $ (13,935 $° {4,580y
Accounts payable and accrued liabilities , ‘ : 18,922 6,821 .
"8 4,987 $ 2,241
Operations $ @851 $ (5353
Investments .$ 9,838 8 7,594

Note 16. Financial instruments:

Foir value of financial assets and fiabifities ) ]

Financial instruments of the Fund consist of cash and cash equivalents, accounts receivable, bank indebtedness, accounts payable
and accrued Hiabilities, distributions payable to Unitholders, long-term debt and convertible debentures. There are no material
differences in the carrying amounts of the financial instruments reported on the balance sheet compared to the estimated fair values

except as follows:

. 2006 2005
Carrying Fair Carrying Fair
Awmount Value Amount Value
Long-term debt . _
. Senior secured notes $ 92681 ° $ 101,080 3 08,236 $ 107,222
Senior unsecured notes ® $ 450,000 $ 462788 5 250000  $ 260959 .
Convertible debenture @ $ - 76,812 $ 103,713 5 158,040 5 219,000

0 Fair values determined by discounting the future contvactual cash flows under note agreements at discount rates whickh represent borvowing rates available to funds for
loans with similar terms and conditions

B Fair valnes determined based on available market information

Interest rate and power cost risk management s .
At December 31, 2006 the Fund was exposed to changes in interest rates on $25.7 million of bank borrowings. The Fund has
fixed the interest rate-on $60 million of bank borrowings thi'ough interest rate swaps (refer to Note 7). The Fund is exposed to
changes in the cost of power. At December 31, 2006 the Fund has fixed the price ont non-transmission power charges by way of price
swap contracts which expire in 2010. The fair value of these contracts at December 31, 2006 was an unrealized gain of $7.6 million

(2005: $1.3 million).
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Credit risk - ‘ . .

A major portion of the accounts receivable are with customers in the oil and gas industry and are subject to normal industry credit
risks. The Fund has historically collected its accounts receivable in full. The Fund has the ability to exercise lien rights on oil and
natural gas liquids which are in custody of the Fund during the transportation of such product on the pipelines.

The Fund is exposed to credit risk from counter parties on its interest rate and power cost swaps. The Fund minimizes credit risk by

A

entering into risk management transactions only with entities that have investment grade credit ratings.

Note 17. Commitments: ’ - I

The Fund is committed to annual payments as follows:

|

Payments Due by Period I

Contractual Obligations Total Less than 1 year 1~ 3 years 4 - 5 years After § j’?ﬂﬂ't
Office and vehicle leases - 14,716 3,320 5,104 3,550 ' 2,742 [

Y

In 2005 the Fund entered into pipeline agreements that will require future capital expenditures. The construction of additional
pipelines o provide the contracted transportation capacity is estimated to cost $350 million. ]
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< SUPPLEMENTARY INFORMATION (uncudied)
L
. "7 CONSOLIDATED BALANCE SHEETS
: .;":,. Years ended Dtt_‘tmé)ef'.ﬂ, 2006, 2005, 2004, 2003, and 2002
5 (in thousands afdl_:lﬂan) 2006 2005 2004 2003 2002
- ASSETS
—_— Current assets: )
) 4“2: " Cash and term deposits $ 1,861 § $ $ 3,266 $. 4,259
q_:_ Accounts receivable 44,947 31,012 26,432 33,718 - 30,292
Ll o 46,808 31,012 26,432 36,984 34,551
::," Property, lplant aﬁd'equipment 1,257,729 1,161,691 1,160,613 1,183,437 1,005,241
. Goodwill and other 371,667 366,416 361,855 362,428 . 224,798
e ] $ 1,676204  § 1559119  $ 1548900 8 1,582,849  §:1,64,590
- ‘H LIABILITIES AND UNITHOLDERS' EQUITY
T : Current liabilities: -
| = Bank indebtedness $ $ 7,311 $ 2971 § $
Accouﬁts payable and accrued liabilities 37,411 18,489 12,792 23,017 24,397
T Distribuﬁons payable to Unitholders 12,622 9,966 9,007 8,642 8,189
= T Current portion of long-term debt 5,973 7,968 3,522 134,000 3,300
o ] Curreﬁt portion of convertible debentures 15,133 8,000
o ' ' 71,139 51,734 28,292 165,659 35,886
. Long-term debt 547,396 456,094 430,866 282,111 322959
* . Convertible debentures 61,679 150,040 251,663 264,653 73873
7 Asset retirement obligations 29,889 19,716 15,729 14777 ¢ 13,789
- Future income taxes 113,617 137,923 167,300 200,600 164,100
o 823,720 815,507 893,850 927,800 610,607
el Unitholders’ equity
Trust Units ' 1,235,809 1,073,537 941,902 896,132 842,014
Deficit (383,325) (329,925) (286,852) @41,083) - (188,031)
852,484 743,612 655,050 655,049 653,983
$ 1,676,204 § 1,559,119  $ 1,548900  § 1,582,849  $-1,264,590
e u - £l e - i fa S
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CONSOLIDATED STATEMENTS OF EARNINGS AND DEFICIT

Years ended Decernber 31, 2006, 2005, 2004, 2003, and 2002

(i thowsands of doilars excepr per Trust Unit amaounts) 2006 2005 2004 2003 2002
Revenues:
Conventional pipelines $ 222,957 $ 204331 - § 201,734 $ 185,987 § 186,152
Qil sands infrastructure 62,120 55,472 54,104 44,548 36936
Midstream business 50,741 30,719 23,285 12,638 2,329
335,818 290,522 279,123 243,173 225417
Expenses: .
Operadons 119,010 102,736 105,028 96,151 88,972
General and administrative 25,608 17,091 15,017 12,341 12,626
Management fee 1,027 1,165 1,076 1,024 976
Depreciation and amortization ) 85,619 85,270 83,695 76,997 © 67973
Accretion on asset retirement obligations 1,395 1,015 952 988 1,660
Internalization of management contract 6,000 '
238,659 207,277 205,768 187,501 172,207
Earnings before interest and taxes 97,159 83,245 73,355 35,672 53,210
Interest on long-term debt (24,880) (23,877) 24,131) . (20,291) (15,835)
Interest on convertble debentures (7,700) (16,599) (19,890 ° (13,772) (7,318)
Earnings before taxes 64,579 42,769 29,334 21,609 ' 30,057
Income and capital taxes (reduction) (24,306) (27,640 .(31,089) (26,346) (20,501)
Net earnings 88,885 70,409 60,423 47,955 50,558
Deficit, beginning of year : (329,925) (286,852) (241,083) (188,031) (142,301)
Distributed cash (142,285) (113,482) (106,192} {101,007) (96,288)
Deficit, end of year . $(383,328) § (329925) § (286,852) $ (241,083) § (188,031)

Earnings per "Trust Unit - basic and diluted $ 073§ 0.65 $ 060 § ~ 050 % 0.55
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SUPPLEMENTARY INFORMATION (unaudited)

_CONSOLIDAfED STATEMENTS OF CASH FLOWS

Years ended December 31, 2006, 2005, 2004, 2003, and 2002

(in thousands of dollars) 2006 2005 2004 2003 2002
. Cash provided by (used in):
O-pcrating activities:
‘ Net earnings $ 88,885 § 70409 § 60,423 $ 47,955 $ 50,338
Items not involving cash: , |
Depreciation and amortization 85,619 85,270 83,695 76,997 67,973
Accretion on asset retirement obligations 1,395 1,015 052 988 1,660
Future income tax reduction (24,306} (29,377) {33,300} (28,500) (21,700)
Employee future benefits expense 4,620 3,383 3,609 3,165 2,266
- Trust Unit based compensation expense 1,135
- Other 363 362 584 408 408
Employee future benefits contribudons (9,000) (13,349 (4,436) (4,700) ,
Changes in non-cash working capital (4,851) (5,353) 6,054 (5,46%) 7 (3,647)
Cash flow from operations 143,860 112,360 117,581 90,848 97,518 .
Fihancing activities:
*" Bank borrowings ‘ 59,862 31,438 18,277 112,018 21,259
Issue of senior notes, net of issue costs 194,842 247,125 98,630
) Repz;yment of long-term debt (165,000) (250,000) (22,166) {110,000)
Repayment of senior secured notes” ~ (5,555) (1,764) .
Issue of convertible debentures 210,602
Issue of Trust Units on exercise of options 3,271 . 6,762 3,030 6,508 733
Issue of Trust Units under
Distribution Reinvestment Plan 76,639 31,250 29,750 27,788 6,896
Distributions to Unitholders )
— current year (129,664) (103,516) (97,185) (92,365) (88,009)
— prior year (9,966) {9,007} (8,642) (8,189) . (7,687)
, 24,429 (44,837) (57,645) 234,196 (78,268)
Ifwesv:ing activities: '
Acquisition of storage facility - (188,436)
Capital expenditures (168,955) (79,457) (58,007) (139,795) (28,463)
Changes in non-cash working capital 9,838 7,594 (8,166} 2,194 8,908
(159,117) (71,863) (66,173} (326,037) (19,555
Change in cash 9,172 (4,340) (6,237} {993) (305)
Cash (bank indebtedness), beginning of year (7,311) (2,971) 3,266 4,259 4,564
$ 181 § (73D 0§ (971) S 3266 § 4259

Cash (bank indebtedness), end of year
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FIVE YEAR OPERATING STATISTICS

Years ended December 31,
2006, 2003, 2004, 2003 and 2002 2006 2005 2004 2003 2002

AYERAGE ANNUAL THROUGHPUT (in thausands of harrels per day}

Alberta

Conventional crude oil . 235.1 2135 213.6 227.5 257.6

Condensate 50.3 532 54.0 524 54.0

Natural gas liquids 140.4 144.9 141.9 153.7 160.2

Total Alberra pipeline systems 425.8 411.6 409.5 433.6 471.8
British Columbia (BC)™

Conventional crude oil ' 22.7 238 253 275 17.2
Oil sands pipeline @

Synthetic crude oil 389.0 389.0 303.7 275.0 2750
Total Pembina )

Conventional crude oil 257.8 2373 1239 255.0 2748

Synthetic crude oil @ 389.0 389.0 303.7 275.0 2750

Condensate 50.3 532 54.0 52.4 54.0

Narural gas liquids 140.4 144.9 141.9 133.7 160.2
TOTAL AVERAGE THROUGHPUT 837.5 8244 738.7 736.1 704.0
THROUGHPUT COMPOSITION (% of total)

Conventional crude oil 30.8% 28.8% 32.4% 34.6% 36.0%

Synthetc crude oil 46.4% 47.2% 41.1% 37.4% 36.0%

Condensate and narural gas liquids 22.8% 24.0% 26.5% 28.0% 28.0%
PIPELINE REVENUE (in millions of dollars) .

Alberta ' $ 195.2 $ 1790 $ 1734 § 1621 § 1704

BC ' 27.8 253 283 239 17.6

Oil sands . 62.1 555 54.1 44.5 ) 351
Pipeline revenue 285.1 2598 255.8 2305 223.1
MIDSTREAM REVENUE ' 50.7 30.7 233 12.6 23
TOTAL REVENUE ) $ 3358 $ 2905 §F 279a § 2431 $ 2254
Average revenue (dollars per barrel)

(excluding oil sands and midstream results) $ 127 h) 1.20 $ 1.18 $ 1.01 $ 098

D BC volume is Western system throughput only.

@ Oif sands pipelines results are shown as contracted capacity as revenue is independent of throughput. Actual thronghputs were 263.5 mbbls/d for 2006, 218.7 mbbls/d
for 2005, 243.6 mbbls/d for 2004, 217.6 mbbis/d for 2003 .und 235.0 mbbis/d for 2002,
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SUPPLEMENTARY INFORMATION (ungudited)

_Q'.UARTERLY FINANCIAL STATISTICS

L. 2006
Ist 2nd Ird 4th Year ended Year ended
- (5'1: thousands, except per Trust Unit amounts) Quarrer: Quarter Quarter Quarter Dec. 31/06 Dec. 31705
3 Qberating revenue § B1506 § 80924 § 85326 § 88062 § 335818 § 290,522
B Operating expense 29,572 27,733 29,171 32,534 119,010 102,736
| ' ~ General and administrative 6,693 C 7118 5,894 5,903 25,608 17,091
- M_anagement fee 508 519 1,027 1,165
X Depreciation and amortizaton 21,567 21,937 20,428 21,687 85,619 85,270
’ A(.‘cretidn on as-:set retirement obligations 351 347 349 348 1,395 1,015
Internalization of mar;agcment contract 6,000 6,000
Earnings before interest and taxes 22,815 17,270 29,484 27,590 97,159 83,245
in_térest on long term debt 5,802 5,371 6,510 7,197 24,880 23,877
Interest on convertible debentures 2,560 1,880 1,700 1,560 7,700 16,599
_ éa'piral and income taxes 305 (30%)
Fli_rure income tax reduction and capital taxes (6,003) (6,616) (3,289 (8,398) (24,306) (27,640)
NET EARNINGS 20,151 16,940 24,563 27,231 88,885 70,409
Add/(Deduct): .
. Depreciation and amortization 21,567 21,937 20,428 21,687 85,619 85,270
~ Accretion on asset retirement obligations © 351 347 349 348 1,395 - 1,015
Future income tax réduction ‘ (6,003) (6,616) (3,289) {8,398) (24,306) 29,377)
" Maintenance capital expenditures (422) (934) (1,109) (949) (3,414) (3,923)
‘_ (Increase) decrease in distribution reserve (2,073) 2,893 (4,481) (2.233) (5,894) 9,912
DISTRIBUTED CASHW® $§ 33571 § 34567 § 36461 § 37686 $ 142285 § 113482
Ti_'ust.Unils outstanding : ’ "
(weighted average in thousands) - 117,784 121,289 123,576 125,625 122,094 108,108
Distributed cash pei‘ Trust Unit $ 02850 § 02850 § 02950 $ 03000 § 1.16500 § 1.05000
_ *- taxable “income from a trust” $ 02188 § 02188 $ 02265 § 02303 § 089430 S 0.88848
- non-taxable “capital distribution i
o~ from a trust” $ 00662 $ 00662 $ 00685 $ 00697 § 027070 § 0.16152

Eal

(” Pembina Pipeline Incomne Fund distributes cash generated by the pipeline operations of Pembina Pipeline Corporation and other aperating subsidiaries.

Yy
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QUARTERLY SEGMENTED INFORMATION

2006
‘ 5t 2nd 3rd 4tk Year ended Year ended
(in millions) Quarter Quarter Quarter Quarter Dec. 31/06 Dec. 31705
QPERATING REVENUE
Conventional pipelines $ 365 $ 547 $ 539 $ 579 $ 2230 § 2043
Qil sands infrastructure 14.7 13.7 16.1 17.6 62.1 55.5
Midstream business 10.3 12.6 153 12.5 50.7 30.7
Total 5 815 $ 810 $ 853 $ 880 $ 3358 § 290.5
OPERATING EXPENSE
Conventional pipelines § 228 $ 225 $ 215 $ 231 $ 899 3 804
Qil sands infrastructure : 5.7 4.2 6.6 8.3 24.8 18.5
Midstream business 1.1 1.0 1.1 1.1 43 3.8
Total , § 296 $ 277 $ 29.2 § 325 $ 119.0 $ 102.7
NET OPERATING INCOME ,
Conventional pipelines $ 337 5 322 $ 324 $ 348 $ 133.1 %1239
Oil sands infrastructure 9.0 9.5 9.5- 9.3 37.3 37.0
Midstream business 9.2 11.6 14.2 114 46.4 © 269

Total $ 519 $ 533 $ s6.1 $ 555 § 216.8 $ 1878




QUARTERLY OPERATING STATISTICS

- 2006
Ist 2nd 3rd dth Year ended Year ended
" Quarter Quarter Quarter Chiarter Dec. 31706  Dec. 31105
_ ‘l, PIPELINE THRO!JGHPUT - BY PIPELINE SYSfEM
(thousands of barrels per day}
" Alberta 276 426.3 415.1 434.2 425.8 411.6
.- BC 26.7 17.2 233 23.6 22.7 238
- , - Oil sands® 389.0 3189.0 389.0 389.0 389.0 389.0
“~ Total pipeline throughput 843.3 832.5 827.4 846.8 837.5 824.4
'—- Average revenue (5 per barrel) 1.13 1.04 1.00 1.03 1.05 1.04
- REVENUE (8§ per barrel) (excluding storage revenue)
72 Alberta 1.26 1.25 1.26 1.26 1.26 119
- BC 1.49 1.37 117 1.49 138 1.24
" Oil sands® 0.78 0.61 0.61 0.62 0.65 0.69
- System-wide average 1.13 1.04 1.00 1.03 1.05 1.04
: Svstem-wide average (excluding Oi Sands) 1.28 1.26 12 1.29 1.27 1.20
-, OPERATING EXPENSE ($ per barrel)
- Alberta 0.46 0.48 0.46 0.46 0.46 0.44
" BC 0.95 0.83 0.80 0.94 0.88 0.74
- Oil sands® 0.30 0.19 0.25 0.29 0.26 0.23

U} Resuits for oil sands pipelines show contracted capacity rather than actual throughput. Revenue per barrel and operating expense per barrel calcalations are based on
actual throughputs of 209.5 mbbis/d for Q1 2006, 245.9 mbbis/d for Q2 2006, 288.5 mbbls/d for Q3 2006, 308.6 mbbis/d for Q4 2006, 263.5 mbbis/d Jor 2008,

and 218.7 mbbis/d for 2005.




TRUST UNIT TRADING ACTIVITY !
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2006
Ist 2nd 3rd qth Year ended Year ended
Quarter Quarter Quarter Quarter Dec. 31/06 Dec. 31705
Unit trading price — high $ 18.58 $ 18.19 $17.75 $ 1835 5 1858 $ 17.03
—low $ 15.80 $ 1501 5 15.64 § 12.88 $ 12.88 $ 12.58
- close $ 18.05 $ 1625 $ 17.35 $ 1583 $ 15.83 $ 15.95
Volume traded (mumber of Trust Units) 16,704,367 15,110,094 11,754,474 21,162,297 64,731,227 57,295,154
Value traded (doltars) ‘ 288,119,018 249,594,824 195,119,141 329,511,342 1,062,344,325 827,360,109
Tl;ust Units outstanding ¢end of period) 119,316,422 122,029,824 124261992 126,217,888 126,217,888 113,897,002
Trust Units outstanding {weighted average) 117,783,920 121,288,897 123,575,781 125,625,433 122,094,123 108,108,142
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~“SUPPLEMENTARY INFORMATION {unaudited)
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- HISTORIC UNITHOLDER DiSTRlBUTIONS AND TAX TREATMENT®

P’ "f‘

(s per Trust Unig) \ 1997 1998 1999 2000 2001
~ ‘Total annual distribution -
' :L»-..- declared (S per Trust Unit) 0.140000 0.950000 0.950000 0.960000 1.050000
s e Taxable “other income” 0.099200 0.618900 0.783000 0.770208 - (.900768
} #- Non-taxable “return of capital” 0.040800 0.331100 . 0.167000 0.189792 0.149232
. Cost base - beginning of period 10.000000 9.959200 2.628100 9.461100 9.271308
) " Less: return of capital - 0.040800 . 0.331100° 0.167000 0.189792 0.149232
. Cost base — end of perlod 9.959200 9.628100 9.461100 9.271308" 9122076
_"E ) ’ 22002 . 2003 2004 200% 2006
‘ Toral annual distribution g
" ¥ declaréd (s per Trust Unio 1.050000 1.050000 £.050000 1050000 * 1.165000
.~ Taxable “other income”’ 0.893160 0.970680 1.037880 0.688480 7 10.894341
.. > Non- taxable: “return of capital” 0.156840 0.079320 0.012120 0.161520 0.270658
L. % Cost base - begmnmg of period 9.122076 8.965236 8.885916 8.873796 . 8712276
- 1‘ Less: return of Capltal 0.156840 0.079320 0.012120 0.161520 0.270658
N ;"'?t Cost base — end of period 8.965236 8.885916 8.873796 8.712276 8.441618
. E ) Pembina Pipeline Income Fund Trust Units trade on the Toronto Stock Exchange under the symbol PIF. UV

- - @ Cost base for units beld from inceprion (October 1997)
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KEY PERSONNEL

OFFICERS

Robert B. Michaleski
President and Chief Execurive Officer

Peter D. Robertson
Vice President and Chief Financial Officer

D. James Watkinson
Vice President, General Counsel and Secretary

5. Bruce Harris
Vice President, Operations

Michael H. Dilger
Vice President, Business Development

Glenys E. Hermanurz
Vice President, Corporate Affairs

BOARD OF DIRECTORS

Lorne B. Gordon
Chairman

Calgary, Alberta
Corporate Director

Robert B. Michaleski

Calgary, Alberta

President and Chief Executive Officer
Pembina Pipeline Corporation

David. A Bissett
Calgary, Alberta
Corporate Divector -

Allan L. Edgeworth

Calgary, Alberta
Corporate Director

Myron F. Kanik
Calgary, Alberta
Caorporate Divector

David N. Kitchen
Calgary, Alberta
Corporate Director

Robert F. Taylor
Calgary, Alberta
Corporate Director



. .94 Corporate Infarmation

CORPORATE INFORMATION

HEAD OFFICE

Pembina Pipeline Corporation
Suite 2000, 700 - 9th Avenue 5.\V.
P.O. Box 1948

Calgary, Alberta T2P 2M7

- AUDITORS '
. KPMG LLP
Chartered Accountants
Calgary, Alberta

. " TRUSTEE AND REGISTRAR AND TRANSFER AGENT
. -Computershare Trust Company of Canada
" _Suite 600, 530 - 8th Avenue S.W.
Calgary, Alberta T2P 358
Shareholder Communications
" 1-800-564-6253

. STOCK EXCHANGE -

- ‘Pembina Pipeline Income Fund
Trust Units are listed on the Toronto Stock Exchange
under the symbol PIFUN

_ -7.50% Convertible Debentures
-. Symbol: PIEDB.A

- .7.35% Convertible Debentures

-Symbeol: PIFDB.B

~ T CREDIT AGENCY RATING

~ Pembina Pipeline Income Fund
_ -DBRS Stability Rating

-~ < STA-2 (low) .

S&P Stability Rating
SR-2

“*Pembina Pipeline Corporation
~ _DBRS senior secured debt rating ‘BBB high’
“* - DBRS senior unsecured debt rating ‘BBB’
-+ S&P’s credit profile rating ‘BBB’
-~ -S&P’s senior secured debt rating ‘BBB plus’
S&P’ senior unsecured debt rating ‘BBB’

INVESTOR I_NQUIR"ES CONTACT
Phone  (403) 231-7500

Fax (403) 237-0234
Toll Free (403) 1-888-428-3222
Email investor-relations@pembina.com

Website  www.pembina.com

The following documents are available at Pembina’s website:
* Annual and Quarterly Reports

* Unit Trading Information

* “Tax Information’

* Press Releases

* Investor Presentations

» Distribution Information

ANNUAL GENERAL MEETING

Unitholders are invited to artend Pembina’s annual gene-ral
meeting on April 27, 2007 at 2:00 pm. The meeting will be
held in the Grand Lecture Theatre, The Metropolitan Centre,
333 - 4th Avenue 5.W, Calgary, Alberta,

PREMIUM DISTRIBUTION, DISTRIBUTION REINYESTMENT AND °
OPTIONAL UNIT PURCHASE PLAN :

Pembina offers a Premium Distribution, Distribution -
Reinvestment and Optional Unit Purchase Plan to eligible
Unitholders of the Pembina Pipeline Income Fund.

The Plan allows participants an opportunity to:

* Reinvest distribution into Trust Units at a five percent discount
to a weighted average market price, under the distribution
reinvestment component of the Plan; or,

* Realize two percent more cash on their distributions, under

the premium distribution component of the Plan

= Eligible Unitholders may also make optional Trust Unit
purchases at the weighted average marker price.

A brochure, detailing administration of the Plan and eligibility
and enrolment information, is available on-line on Pembina’s
website located at www.pembina.com or call 1-888-428-3222

to receive a copy by mail.

Unitholders wishing to enroll in the Plan are asked to contact

their financial advisor.

ABBREVIATIONS

mbis/d thousands of harrels per day

NGL natural gas liquids .
$/bbl dollars per barrel of pipeline throughput
cents/bbl  cents per harrel of pipeline throughpﬁt
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NOTICE OF MEETING
AND INFORMATION CIRCULAR

With Respect to the Annual General Meeting
of Unitholders _
to be Held on Friday, April 27, 2007

March 8, 2007
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PEMBINA PIPELINE INCOME FUND

NOTICE OF ANNUAL GENERAL MEETING
OF UNITHOLDERS

To Be Held On Friday, April 27, 2007

NOTICE 1S HEREBY GIVEN THAT the annual general meeting (the "Meeting") of the holders (the
"Unitholders") of trust units ("Trust Units") of Pembina Pipeline Income Fund (the "Fund") will be held at The
Metropolitan Centre, 333 — 4th Avenue S.W., Calgary, Alberta, on Friday, April 27, 2007 at 2:00 p.m. (Calgary
time), for the following purposes:

1. to receive the consclidated financial statements of the Fund for the year ended December 31, 2006, together
with the auditors' report on such financial statements;

2. to elect the directors of Pembina Pipeline Corporation;
3. 10 appoint the auditors of the Fund and Pzmbina Pipeline Corporation; and
4. 1o transact such other business as may properly be brought before the Meeting or any adjournment thereof.

The specific details of the matters proposed to be put before the Meeting are set forth in the Information Circular
accompanying this Notice. The consolidated financial statements of the Fund for the year ended December 31,
2006, including the auditor's report on those statements, are included in the Fund's Annual Report and have been
mailed to the Unitholders who have requested such materials in accordance with applicable securities laws. A copy
of these financial statements is also available through the internet on the Fund's SEDAR profile at www.sedar.com.

Unitholders of the Fund may vote their Trust Units in two ways. Unitholders who are unable to attend the
Meeting in person are requested to sign, date and complete the enclosed form of proxy or voling instruction form
(each referred to as a "Form of Proxy") and return it in the enclosed envelope, or, if provided for by the Form of
Proxy, 1o vote by telephone or the internet in accordance with the instructions included in the Form of Proxy. If a
Unitholder plans to attend the Meeting and vote his or her Trust Units in person, the Unitholder must appoint
themselves as proxyholder by either inserting his or her own name in the space provided for on the Form of Proxy
and returning it in the enclosed envelope or, if provided for by the Form of Proxy, by appointing themselves as
proxy on the internet in accordance with the instructions included in the Form of Proxy, and in either case the
Unitholder should not complete the remainder of the Form of Proxy as such Unitholder's votes will be taken at the
Meeting. In order to be valid and acted upon at the Meeting, a Form of Proxy must be received (either directly or
through- a Unitholder's broker or other inlermediary) by Computershare Trust Company of Canada at the address
shown on the envelope not less than 24 hours (excluding Saturdays, Sundays and holidays) before the time for
holding the Meeting, or any adjournment thereof. Further instructions with respect to voting by proxy are provided
in the Form of Proxy and in the Information Circular accompanying this Notice. ‘

Unitholders of record at close of business on March 13, 2007 (the "Record Date") will be entitled to vote at the
Meeting, or any adjournment thereof, even if the Unitholder has disposed of his or her Trust Units subsequent to the
Record Date.. No person acquiring Trust Units afier the Record Date is entitled to vote at the Meeting or any
adjournment thereof. .

DATED at Calgary, Alberta this 8" day of March, 2007.

PEMBINA PIPELINE INCOME FUND
By Pembina Pipeline Corporation

"Robert B. Michaleski"

Robert B. Michaleski
President and Chief Executive Officer




PEMBINA PIPELINE INCOME FUND
INFORMATION CIRCULAR

For the Annual General Meeting of Unitholders
to be held on Friday, April 27, 2007.

Solicitation of Proxies

This Information Circular is furnished in connection with the solicitation of proxies by management of Pembina
Pipeline Income Fund (the "Fund") for use at the annual general meeting of the holders (the "Unitholders”) of trust
units ("Trust Units") of the Fund to be held on Friday, April 27, 2007 at The Metropolitan Centre, 333 — 4th
Avenue 5.W., Caigary, Alberta, at 2:00 p.m. {(Calgary time), and at any adjournment thereof (the "Meeting"), for the
purposes set forth in the Notice of Meeting and in this Information Circular. Proxies must be received (either
directly or through a Unitholder's broker or other intermediary) by Computershare Trust Company of Canada at the
address shown on the envelope not less than 24 hours {excluding Saturdays, Sundays and holidays) before the
Meeting. Only a Unitholder of record at the.close of business on March 13, 2007 will be entitled to vote at the
Meeting. ) : :

The instrument appointing a proxy shall be in writing and shall be executed by the Unitholder or his or her attorney
_authorized in writing or, if the Unitholder is a corporation, under its corporate seal or by an officer or attorney
thereof duly authorized. - ‘ ) '

The persons named in the enclosed form of proxy or voting instruction form (each referred to as a "Form of
Proxy") are executive officers of Pembina Pipeline Corporation, the Fund's primary operating subsidiary. A
Unitholder submitting the proxy has the right to appoint a person {who does not have to be a Unitholder) to
represent him or her at the Meeting.- To exercise this right, the Unitholder should insert the name of the
desired representative in the blank space provided in the Form of Proxy and strike out the other names; or
submit another appropriate proxy and return it in the enclosed envelope. If a Unitholder plans to attend the
Meeting and vote his or her Trust Units in person, the Unitholder must insert his or her own.name in the
space provided for on the Form of Proxy to appoint themselves as proxyholder and return it in the enclosed
envelope without completing the remainder of the Form of Proxy, as such Unitholder's votes will be taken at
the Meeting. If provided for by the Form of Proxy, a Unitholder may also appoint a proxy (including
themselves) on the internet in accordance with the instructions included on the Form of Proxy.

Notice to Beneficial Holders of Trust Units

The information set forth in this section is of significant importance to the Unitholders, as the Fund's
securities registration system does not allow Unitholders to hold Trust Units in their own name. All of the
outstanding Trust Units are registered under the name of CDS & Co. (the registration name for CDS Clearing and
Depositary Services Inc., which acts as nominee for many Canadian brokerage firms). Trust Units held by brokers
or their nominees can only be voted (for or against resolutions) upon the instructions of the Unitholder. . Without
specific instructions, the brokers/nominees are prohibited from voting Trust Units for their clients. The Fund does
not know for whose benefit the Trust Units registered in the name of CDS & Co. are held.

Applicable regulatory policies require intermedizries/brokers o -seek voting instructions from Unitholders in
advance of securityholders' meetings. Every interinediary/broker has its own mailing procedures and provides its
own return instructions, which should be carefully followed by Unithelders in order to ensure that their Trust Units
are voted at the Meeting. The purpose of a form of proxy or voting instruction form supplied to a Unitholder by its
broker is limited to instructing the broker how to vote on behalf of ‘the Unitholder. The majority of brokers now
delegate responsibility for obtaining instructions from clients to ADP Investor Communications ("ADP"). .ADP
typically mails a scannable voting instruction form in lieu of the Form of Proxy issued by the Fund. Unitholders are
requested to complete and return the voting instruction form to ADP by mail or facsimile. Alternatively,
Unitholders can call a toll-free telephone number or access ADP's dedicated voting website (each as noted on the
voting instruction form) to deliver their voting instructions and vote the Trust Units held by them. ADP then
tabulates the results of all instructions received and provides appropriate instructions respecting the voting of Trust
Units to be represented at the Meeting. A Unitholder receiving a voting instruction form cannot use that form to




vote Trust Units directly at the Meeting as thé voting instruction form must be returned as directed by ADP well in
advance of the Meeting in order to have the Trust Units voted. Unitholders who receive forms of proxies or voting
materials from organizations other than ADP should complete and return such forms of proxies or voting materials
in accordance with the instructions on such materials in order to properly vote their Trust Units at the Meeting,

These securityholder materials are being sent to both registered and non-registered owners of the Trust Units, If you
are a non-registered owner, and the Fund or its agent has sent these materials directly to you, your name and address
and information about your holdings of Trust Units, have been obtained in accordance with applicable securities
regulatory requirements from the intermediary holding on your behalf. By choosing to send these materials to you
directly, the Fund (and not the intermediary holding on your behaif) has assumed responsibility for (i} delivering
these materials to you, and (ii} executing your proper voting instructions. Please return your voting instructions as
specified in the request for voting instructions.

Revocability of Proxy

A registered Unitholder who has submitted a proxy may revoke it at any time prior to the exercise of that proxy. In
addition to revocation in any other manner permitted by law, a proxy may be revoked by instrument in writing
executed by the registered Unitholder or his or her attorney authorized in writing or, if the Unitholder is a
corporation, under its corporate seal or by an officer or attorney thereof duly authorized, and deposited either at the
head office of the Fund at any time prior to 4:30 p.m. (Calgary time) on the last business day before the day of the
Mecting, or with the Chairman of the Meeting on the day of the Meeting, and in either case, the proxy will be
considered to be revoked. A registered Unitholder who revokes his or her proxy and does not replace it with another
that is deposited with the Fund's transfer agent, Computershare Trust Company of Canada, at least 24 hours
(excluding Saturdays, Sundays and holidays) before the Meeting may not vote his or her Trust Units in any manner
at the Meeling.

Beneficial Unitholders should contact their broker, financial institution or other nominee through which their
Trust Units are held in order to revoke any previous submitted proxy or voting instructions.

Persons Making the Solicitation

This solicitation is made by management of the Fund. The costs incurred in the preparation and mailing of the
Form of Proxy, Notice of Meeting and this Information Circular will be borne by the Fund. In addition to the use of
mail, proxies may be solicited by personal interviews, or by other means of communication or by the directors,
officers and employees of Pembina Pipeline Corporation, who will not be remunerated for such activities.

Exercise of Discretion by Proxy

. . . .
The Trust Units represented by proxies in favour of management nominees will be voted or withheld from voting in
accordance with the instructions of the Unitholder on any ballot that may be called for at the Meeting and, where the
Unitholder specifies a choice with respect to any matter to be acted upon, the Trust Units will be voted in
accordance with the specification so made.

In the absence of such specification, such Trust Units will be voted FOR the matters to be acted upon as set
out herein. The persons appointed under the Form of Proxy are conferred with discretionary authority with
respect to amendments or variations of those matters specified in the Form of Proxy and Notice of Meeting
and with respect to any other matters which may properly be brought before the Meeting. If amendments or
variations to matters identified in the Notice of Meeting are properly brought before the Meeting, it is the
intention of the persons designated in the enclosed Form of Proxy to vote in accordance with their best
judgment on such matter or business. At the time of printing this Information Circular, management of the
Fund knows of no such amendment, variation, or other matter.




INFORMATION CONCERNING THE FUND

Trust Units and Principal Holders Thereof

The Fund is authorized to issue an unlimited number of Trust Units and, as a1 March 8, 2007, 127,591,819 Trust
Units were issued and outstanding, The outstanding Trust. Units are listed and posted for trading on the Toronto
Stock Exchange (the "TSX") under the symbol "PUF UN". The holder of each Trust Unit is entitled to one vote on a
poll vote at the Meeting. Unless a poll vote is demanded, all votes must be decided by show of hands in which
every person present and entitled to vote shall be entitled to one vote. Any-Unitholder entitled to vote at the
Meeting may vote (i.e., a ballot) by proxy and the person appointed as proxy does.not have to be a Unitholder.
However, no proxy may be voted at the Meeting unless it was received by Computershare Trust Company of
Canada at least 24 hours (excluding Saturdays, Sundays and holidays) prior to commencement of the Meeting. The
Fund has determined that any person holding Trust Units of record as of March 13, 2007 (the "Record Date”) shall
be entitled to vote at the Meeting, or any adjournment thereof, even if the Unitholder has, subsequent to the Record
Date, disposed of their Trust Units. No person acquiring Trust Units after the Record Date is entitled to vote at the
Meeting or any adjournment thereof.”

To the knowledge of the directors and executive officers of Pembina Pipeline Corporation, as of the date hereof, no
person beneficially owns or exercises control or direction over Tru';t Units carrying more than 10% of the votes
attached to Trust Units. :

Quorum

Pursuant to the declaration of trust dated September 4, 1997 (as amended April 30, 1998, as amended and restated
April 30, 1999 and as amended April 28, 2000) (the "Declaration of Trust”) pursuant to which the Fund was
created, a quorum of. Unitholders is present at the Meeting if two or more individuals are present in person either
holding personally or representing as proxies not lzss in aggregate than 10% of the outstanding Trust Units. If a
quorum is not present at the Meeting within 30 minutes-after the time fixed for the Meeting, the Meeting shall stand
adjourned to such a day, being not less than 21 and not more than 60 days later, and to such place and time as may
be appointed by the Chairman of the Meeting. Not less than 10 days prior notice shall be given of the time and
place of the adjourned meeting to each Unitholder. If at the subsequently adjourned meeting a quorum (as defined
above) is not present, the Unitholders present, either personally or by proxy, shall form a quorum and the meeting
may proceed as the original Meeting was to proceed.




MATTERS TO BE ACTED UPON AT THE MEETING
1.  Presentation of Financial Statements

The consolidated financial statements of the Fund for the year ended December 31, 2006, together with the auditors'
report on those financial statements, have been included in the Fund's 2006 Annual Report and have been mailed to
the Unitholders who have requested such financial statements together with this Informatien Circular. These
financial statements are also available on the internet on the Fund's SEDAR profile at www.sedar.com.

2.  Election of Directors of Pembina Pipeline Corporation

The board of directors (the "Board of Directors” or the "Board"} of Pembina Pipeline Corporation ("Pembina”),
the primary operating subsidiary of the Fund, is responsible for the governance of the business and affairs of the
Fund and its subsidiaries. The Declaration of Trust provides that the directors of Pembina are to be appointed at
each annual meeting of Unitholders., The term of each director will expire at the close of the next annual meeting of
Unitholders or when their successor is duly elected or appointed pursuant to the Declaration of Trust. Directors of
Pembina are appointed by an ordinary resolution passed by a majority of the votes cast at a duly convened meeting
of Unitholders. Following the Meeting, the Fund, as the sole shareholder of Pembina, must vote the Pembina shares
to elect the directors of Pembina appointed by the Unitholders at the Meeting.

Management of the Fund is nominating eight individuals for appointment to Pembina's Board of Directors, subject
te such directors' appointment by the Unitholders at the Meeting. Unless otherwise directed, the management
nominees named in the enclosed Form of Proxy will vote in favour of the eight nominees listed below. Management
of the Fund does not contemplate that any of the nominees will be unable to serve as a director. If prior to the
Meeting either any vacancies occur in the slate of nominees herein listed or additional nominees are identified as
proposed directors of Pembina, it is intended that discretionary authority shall be exercised by the person named in
the enclosed Form of Proxy as notinee to vote the Trust Units represented by proxy for the election of any other
person or persons as directors.

All of the proposed nominees listed below are currently directors of Pembina. Certain information with respect 1o
each of the eight nominees as directors of Pembina, including the number of Trust Units, Options (as described
under "Executive Compensation — Trust Unit Option Plan" and as detailed under " — Director Compensation”) and
Director Restricted Units (as described and detailed under " — Director Compensation”) beneficially owned by each
nominee, is set forth below:




DAVID A. BISSETT David Bissett has been an independent businessman since

Calgary, Alberta, Canada July 1999. Mr. Bissett is the retired founder and Chairman

Age: 67 of Bissett and Associates Investment Management Ltd. (an
Director since May 2001 investment advisory firm), now a diviston of Franklin

. Independent Director Templeton Investments, which he founded in 1982 afier
serving as Vice-President, Investments of a national life

» Trust Units: 359,800 insurance company and managing the western operations
Options: Nil for a major Montreal based investment manager. Mr.

Director Restricted Units: 3,481 Bissett has a Bachelor of Laws Degree from Dathousie
University and received his Chartered Financial Analyst
designation in 1975. Mr. Bissett is actively involved in the
governance of several private corporations and community
groups and is a past Chairman of the Canadian Council of
Financial Analysts and the Alberta Council of the Canadian
Pension Conference and past President of the Calgary
Society of Financial Analysts. )

Meetings Attended from January 1, 2006

Board and Committee Participation to December 31, 2006 "

Board of Directors : 6/6 100%
Audit Committee - : 313 100%
Human Resources and Compensation Commitiee 1/1 ¢ 100%
Health, Safety and Environment Committee 1/1 100%
Other Public Board Directorships Other Public Board Committee Memberships
N/A N/A

ALLAN L. EDGEWORTH  Ajjap Edgeworth is currently the President of ALE Energy

Calgary, Alberta, Canada Inc. (a private consulting company), a position he has held
Age: 56 since 2005. He has held a number of positions at the senior
Director since July 2006 executive level, with the most recent being the President and
Independent Director CEO of Alliance Pipeline lLid. (the general partner of

Alliance Pipeline Limited Partnership, a public natural gas
Tmf‘[ Units: 5,000 pipeline entity) from 2001 to 2004. Mr. Edgeworth holds a
Options: Nil Bachelor of Applied Science in Geological Engineering

Director Restricted Units: 1,740 {rom the University of British Columbia and is a graduate of
the Queen's Executive Program. Mr. Edgeworth is a
director of TSX-listed AltaGas Income Trust and Emera
Incorporated and is a Commission Member and Director of
the Alberta Securities Commission. Mr. Edgeworth has
served on various related industry association boards
including the Interstate Natural Gas Association of America
and the Canadian Gas Associalion and is a past Chair of the
Canadian Energy Pipeline Association.

Meetings Attended from January 1, 2006

Board and Committee Participation to December 31, 2006 V™

Board of Directors 2R - 100%
Audit Committee 212 100%
Health, Safety and Environment Commitiee 1/1 100%
Other Public Board Directorships Other Public Board Committee Memberships
AltaGas Income Trust (TSX) Audit Committee, Environment and Safety Committee
Emera Incorporated (TSX} Management Resources and Compensation Committee




RANDALL J. FINDLAY
Calgary, Alberta, Canada
Age: 57

Director since March 2007

Trust Units: Nil
Options: Nil
Director Restricted Units: Nil

Other Public Board Directorships

Randall Findlay is a corporate director who retired as the
President of Provident Energy Trust (a TSX and NYSE-
listed energy income trust) in 2006, a position he held
stnce March 2001. Prior thereto, he was Executive Vice
President Operations and Chief Operating Officer of
Founders Energy Lid. {(a public oil and gas company) from
December 1999 to March 2001 and Senior Vice President
of TransCanada Pipelines Ltd. {a public pipeline company)
and President and Chief Executive Officer of TransCanada
Gas Processing L.P. (a gas processing partnership) from
1998 to 1999. Mr. Findlay holds a BASc from the
University of British Columbia. Mr. Findlay is a director
of Provident Energy Trust, Canadian Helicopters Income
Fund, TransAlta Power, L.P., Superior Plus Income Fund
and is Chairman of BreitBurn Energy Partners, L.P. Mr.
Findlay is also Board Chairman of the Alberta Children's
Hospital Foundation.

Other Public Board Committee Memberships

Provident Energy Trust (TSX, NYSE)

Canadian Helicopters Income Fund (TSX)
TransAlta Power, L.P. (TSX)

Superior Plus Income Fund (TSX)
BreitBurn Energy Pariners, L.P. (NASDAQ)

Reserves, Operations and Environment, Health and
Safety Committee

Corporate Governance and Nominating Committee

Governance and Nomination Committee

N/A

Board Chairman, Compensation Committee

LORNE B. GORDON
Calgary, Alberta, Canada
Age: 61

Director since October 1997
Independent Director

Trust Units: 306,703
Options: Nil
Director Restricted Units: 4,217

Lotne Gordon is an independent businessman who has
served as the Vice-Chairman of Coril Holdings Ltd. (a
private investment and helding company) from 2004 to
2006 and the President and Chief Executive Officer of
Coril Holdings Ltd. from 1997 to 2004. Mr. Gordon was
the President and Chief Executive Officer of Pembina
from 1985 to 1993, Mr. Gordon received his Chartered
Accountant Designation in 1971. Mr. Gordon is a current
director of Mancal Corporation, Mancal Energy and
Mancal Coal, all privately held companies. He is also the
past Chairman of the Canadian Petroleum Association
and a founding member of the Board of Governors of the
Canadian Association of Petroleum Producers.

Meetings Attended from January 1, 2006

Board and Committee Participation to December 31, 2006

Board of Directors (Chairman) 5/6 83%
Audit Committee 33 100%
Human Resources and Compensation Committee 515 100%

Other Public Board Directorships

Other Public Board Committee Memberships

N/A

N/A




MYRON F. KANIK
Calgary, Alberta, Canada
Age: 66 )

Director since October 1997
Independent Director

Trust Units: 14,563
Options: 16,700
Director Restricted Units: 3,481

Board and Committee Participation

Myron Kanik has-been an independént"businessfnan since
his retirement as the President of the Canadian Energy
Pipeline Association, a position he held from September
1993 to 1999. Prior to that, Mr. Kanik was with the
Alberta Department of Energy from 1974 to 1993 where
he served in various capacities, inctuding Deputy Minister.
Mr. Kanik is a graduate in Economics and Mathematics
from the University of Saskatchewan. Mr. Kanik is
currently a director of TSX-listed AltaGas Income Trust
and was a director of TSX and NASDAQ-listed Canada
Southern Petroleum Lid. until 2006. Mr. Kanik also serves
on the Calgary Region Health Board. Mr. Kanik is also
actively engaged in the govermance of several not-for-
profit organizations.

Meetings Attended from January 1, 2006
to December 31, 2006

Board of Directors’

*Human Resources and Compensation Committee (Chairrhzm)

Other Public Board Directorships

6/6 100% .-
55 ' . 100%

Other Public Board Committee Meﬁnberships

AltaGas Income Trust (TSX)

Human Resources and Compensation Commitiee,
Governance Committee

DAVID N, KITCHEN
Calgary, Alberta, Canada
Age: 70

Director since April 1999
Independent Director .

Trust Units; 7.000
Options: 16,700
Director Restricted Units: 3,481

David Kitchen has been an independent businessman since
his retirement as Senior Vice-President and General
Manager, Alberta and Northwest Territories with the
Royal Bank of Canada, a position he held from 1986 (o
1996, and Senior Vice-President, Global Energy Group of
the Royal Bank from 1984 to 1986. Mr. Kitchen has an
Honours Degree in Political Science and Economics from
the University of Toronto and is a graduate of the
Executive Program in business from Columbia University,
New York. Mr. Kitchen does not currently serve on any
other public company boards. He is affiliated with several
educational and other not-for-profit organizations.

Meetings Attended from January 1, 2006

Board and Committee Participation to December 31, 2006 ‘"

Board of Directors 5/6 83%
Audit Committee™ 444 100%
Health, Safety and Environment Committee (Chairman) 111 100%
Human Resources and Compensation Committee 4/4 100%

Other Public Board Directorships

N/A

‘Other Public Board Committee Memberships
N/A '




ROBERT B. MICHALESKI
Calgary, Alberta, Canada

Age: 54

Director since January 2000
Non-Independent Director

Trust Units: 153,518
Options: Nil
Director Restricted Units: Nil

Board and Committee Participation

Robert Michaleski has been the President and Chief
Executive Officer of Pembina since January 2000. Mr.
Michaleski was initially appointed Controller of Pembina
in January of 1980 and Vice-President, Finance in
September of 1992, In connection with the Fund's initial
public offering in October 1997, he was named Vice-
President, Finance and Chief Financial Officer of
Pembina. Mr. Michaleski holds a Bachelor of Commerce
(Honours) Degree from the University of Manitoba and
received his Chartered Accountant Designation in 1978.
Mr. Michadeski is currently a director of TSX-listed Real
Resources Inc. and two private companies.

Meetings Attended from Januvary 1, 2006
to December 31, 2006

Board of Directors
Audit Committee®

Other Public Board Directorships

6/6 100%
11 100%

Other Public Board Committee Memberships

Real Resources Inc. (TSX)

Audit Committee, Compensation Commitiee

ROBERT F. TAYLOR
Calgary, Alberta, Canada
Age: 66

Director since October 1997
Independent Director

Trust Units: 13,000
Options: 18,400
Director Restricted Units: 3,481

Robert Taylor has been an independent businessman
since June 1997. Mr. Tayler was appointed Executive
Vice-President of Shell Canada Resources in 1991
following three years with Shell Intemational Petroleum
Company in London, England, and was a director of
Shell Canada Limited and President of Shell Canada
Products from August 1995 until his retirement from the
company in 1996. Mr. Taylor received his Chartered
Accountant Designation in 1965. Mr. Taylor is currently
a director and Corporate Secretary of McTay Holdings
Limited and Sempa Power Systems Limited, both private
companies. He is actively involved as a director of the
Duke of Edinburgh Commonwealth Study Conference
Canada [nc. In 1999, he was recognized by Her Majesty
Queen Elizabeth 1T with the award of a Lieutenant of the
Royal Victorian Order.

Meetings Attended from January 1, 2006

Board and Committee Participation to December 31, 2006'"

Board of Directors 6/6 100%
Audit Committee (Chairman) 212 100%
Health, Safety and Environment Committee 1/ 100%

Other Public Board Directorships

Other Public Board Committee Memberships

N/A

N/A

Notes:

(1) The composition of the committees of the Board of Directors was reconstituted as of July 1, 2006. See "Statement of Corporate
Govemance Practices”. Meeting attendance statistics for individual directors reflect the peried in which such director was a member of the

indicated committee.

(2) Mr. Edgeworth was appointed as a director of Pembina effective July 1. 2006.

(3) Mr. Michaleski temporarily served as an interim member of the Audit Committee from January 1, 2006 to February 1, 2006 (2s permitted
under Multilateral Instrument 52-110) to fill a vacancy on the Audit Committee due to the resignation of Mr. Donald Krogseth from the
Board o December 31, 2005, On February 1, 2006, Mr. Kitchen was appointed by the Board 1o fill the vacancy on the Audit Committee.
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Compensation of Pembina Directors

Each independent director of Pembina who is not an officer or employee of Pembina receives an annuai retainer of
$26,000 (effective May 1, 2006) and receives $1,200 for each Board meeting attended. The Chairman of the Board
of Directors receives an additional retainer of $44,000 per annum. Members of a committee of the Board of
Directors receive a fee of $1,200 for each committze meeting attended, and the Chairman of each of the Human
Resources and Compensation Committee and the Health, Safety and Environment Committee receives an additional
retainer of $10,000 per annum. The Chairman of the Audit Committee receives an additional retainer of $15,000 per
annum. During the fiscal year ended December 31, 2006, Pembina paid a total of $298,000 to its directors,
consisting of an aggregate of $215,000 for retainer fees and $83,000 for attendance at board and committee
meetings.

Mr. Randall J. Findlay, the seventh independent director, was appoinied to the Board in March 2007, and therefore
no compensation amounts are presented for Mr, Findlay in this Information Circular. Mr. Robert B. Michaleski, the
President and Chief Executive Officer of Pembina, does not receive any compensation in his capacity as a director
of Pembina. For a description of Mr. Michaleski's compensation, see "Executive Compensation” below.

2006 Summary Compensation Table

The following table summarizes the aggregate compensation paid to each of the six independent directors of
Pembina in 2006:

2006 Independent Directors
Summary Compensation Table

Board Committee Board Meeting Committee
Annual Chair Annual Attendance Meeting LTIP Total
Retainer Retainer Fees Attendance Fees Payouts'"! Compensation
Name (8 ($) £)) (%) (%) ($)

David A. Bissett 25,333 6,000 8,600 5400 29,837 75,170
Allan L. Edgeworth™ 13,000 — 3,600 3,600 14,412 34,612
Lome B. Gordon 68,000 — 7,600 9.200%" 36,149 120.949
Myron F. Kanik 25333 9,333 8.600 72000 29,837 80,303
David N. Kitchen 25333 5333 7.600 - 9.600 290,837 77,703
Robert F. Taylor 25:333 12,000 8,600 ‘ 3400 29,837 79,170

Notes:

(1) Amounts in this column represent payments made in respect of Restricted Units which vested on January 1. 2007 and were paid in March
2007. Pembina views these amounts as being earned in respect of services provided by the directors in 2006 and therefore forms part of
their 2006 compensation. See " - Restricted Unit Long-Term Incentive Plan” below.

(2) Mr. Edgeworth was appointed as a director effective July 1, 2006 and therefore his 2006 annual retainer and his grant of Restricted Units
with respect 1o 2006 services that vested on January 1, 2007 were each prorated at 50%. Se¢ " - Restricted Unit Long-Term Incentive Plan”
below.

(3) Mr. Gordon and Mr. Kanik each received additional meeting attendance fees for services provided in connection wuh the Management
[nternalization (as defined and described under "Executive Compensation — Background” below).

Restricted Unit Long-Term Incentive Plan : -
In 2005, Pembina implemented a Restricted Unit Long-Term Incentive Plan (the "RTU Plan") to assist Pembina to
promote a proprietary interest in the Fund and greater alignment of interests between participants in the RTU Plan

and Unitholders by rewarding participants on the basis of the Fund's longer term performance. Pursuant.to the RTU
Plan, notional restricted units ("Restricted Units") may be granted to directors, employees (other than senior
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executive officers) and service providers of Pembina in such number and at such times as the directors of Pembina
may determine. Restricted Units are not Trust Units and do not confer any voting rights upon the holders. Pembina
maintains a Restricted Unit Account for each participant in the RTU Plan to record the notional grants of Restricted
Units to such participant.

Each vested Restricted Unit represents the right of the participant to receive a cash payment equal to the Market
Value (as defined below) of the Restricted Unit on the relevant vesting date (subject to applicable withholdings).
“"Market Value" is defined as the weighted average trading price of the Trust Units in the fourth quarter of the fiscal
year immediately prior to the relevant vesting date. To the extent that cash distributions are made on Trust Units of
the Fund, an additional number of Restricted Units will be credited to a participant's Restricted Unit Account, on an
annual basis, based on the amount of the cash distributions in that year and the Market Value of the Restricted Units
on the relevant vesting date (similar to a distribution reinvestment plan). The RTU Plan provides for accelerated
payout of outstanding Restricted Units in certain circumstances, including upon the occurrence of an event which
results in a change of control of the Fund (as defined in the RTU Plan).

The following awards were made to the independent directors of Pembina pursuant to the RTU Plan in 2006:

Restricted Unit Long-Term Incentive Plan - Awards in Most Recently Completed Financial Year

V.esting Periods Estimated Future
Restricted Units™ Until Payout® Payout'®
Name #) %
David A. Bissett 3.481 January 1. 2007, 2008 and 2009 63,017
Allan L. Edgeworth™ . 1,740 January 1, 2007, 2008 and 2009 30,438
Lorne B, Gordon 4217 January 1, 2007, 2008 and 2009 76,347
Myron F. Kanik 3,481 January 1, 2007, 2008 and 2009 63,017
David A. Kitchen 3,481 January 1, 2007, 2008 and 2009 63,017
Robert F. Taylor 3.481 . January 1, 2007, 2008 and 2009 63,017

Notes:

(1) The number of Restricted Units awarded is determined by comparing Pembina compensaticn levels to its industry peers. Restricted Unit
grants are awarded to ensure that Pemnbina’s cash and equity based compensation levels are competitive.

(2) 'The Restricted Units granted to the directors in 2006 have a "performance period” that began on January 1, 2006 and vested as to 50% on
January |, 2007 and will vest as to 25% on each of January 1, 2008 and January 1, 2009. The portion of such awards that vested on January
1, 2007 and was paid in March 2007 has been included and disclosed as part of the directors’ 2006 compensation in the column entitled
"LTIP Payouts" in the table under " - Compensation of Pembina Directors - 2006 Sumnmary Compensation Table" above.

(3) The estimated future payout represents Pembina's estimate, as at December 31, 2006, of the future payout amount of such awards based on
the Market Value (as defined above) of the Trust Units calculated as at December 31, 2006 and the Fund's current distribution level. The
estimated future payout includes the amount already paid in respect of Restricted Units which vested on January 1, 2007, which amount is
reflected in the columa entitled “LTIP Payouts” in the table under " - Compensation of Pembina Directors — 2006 Summary Compensation
Table" above. The actual amount ultimately paid to the directors in respect of such Restricted Units may be greater or less than the amounts
indicated based upon the future Market Value of the Trust Units and the Fund’s future distribution levels.

{4} Mr. Edgeworth was appointed as a director effective July 1, 2006 and therefore his grant of Restricted Units with respect to 2006 services
that vested on January 1, 2007 was prorated at 50%.

Trust Unit Option Plan

The Fund has adopted the Trust Unit Option Plan which enables the directors, officers and employees of Pembina to
participate in the growth and development of the Fund by providing such persons with options to purchase Trust
Units ("Options”). See "Executive Compensation — Trust Unit Option Plan". On recommendation of the Human
Resources and Compensation Committee, Options to purchase Trust Units may be granted to directors of Pembina.
However, no Options were granted to directors during 2006 and none have been granted since November 28, 2002,
The following table sets out for each of the three directors of Pembina who held Options at any time during 2006
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{other than for Mr. Robert B. Michaleski, who is a Named Executive Officer for whom disclosure is provided under
"Executive Compensation” below): (i) the value of all Options exercised during the financial year ended December
31, 2006, calculated as the difference between the closing price of the Trust Units on the TSX on the date of exercise
and the exercise price of the Options; and (ii) the number and value of unexercised Options as at December 31, 2006
calculated as the difference between the closing price of the Trust Units on the TSX as of December 29, 2006 (the
last trading day on the TSX in 2006) of $15.83 and the exercise price of the Options cutstanding on that date, None
of Mr. Bissett, Mr. Edgeworth or Mr. Gordon held any Options at any time during 2006.

Aggregated Trust Unit Option Exercises by Pembina Independent Directors
During the Most Recently Completed Financial Year
and Financial Year-End Trust Unit Option Values

Trust Units Aggregate * Unexercised Options at Value of Unexercised in-the-
Acquired on Value Year-End ) Money Options at Year-End
Exercise Realized - (Exercisable/Unexercisable) (Exercisable/Unexercisable)
Name *) $) *) ®)
Myron F. Kanik - - ; ' 16,700/ - - 88,009 /-
David A. Kitchen - - 16700/ - 88,009 /
Robert F. Taylor - - 18,400/ - - 101,405/~

3. Appointment of Auditors

Pursuant to the Declaration of Trust, the Unitholders are to appoint the auditors of the Fund and Pembina. Auditors
of the Fund and Pembina are appointed by an ordinary resolution passed by a majority of the votés cast at a duly
convened meeting of Unitholders. Unless otherwise directed, the management sominees named in the enclosed
Form.of Proxy will vote in favour of the appoistment of KPMG LLP, Chartered Accountants, of Calgary, Alberta,
as auditors of the Fund and Pembina, to hold office until the next annual meeting of the Unitholders, and to
authorize the directors of Pembina to fix their remuneration in accordance with the recommendation of Pembina's
Audit Committee. KPMG LLP was first appointed auditors of the Fund and Pembina effective Septcmber 4, 1997,
the date of inception of the Fund.

The following table sets out the fees paid to KPMG LLP in each of the last two financial years for services provided
to Pembina:

Year ‘ Audit Fees'" Audit-Related Fees™ Tax Fees™ -_.__All Other Fees"
2006 $274,000 $12.000 $51,000 $nil
2005 $250,000 $50,000 $28,000 $nil

Noles:

(1) Audiv fees were for professional services rendered by KPMG LLP for the audit of the Fund's annual financial statements and reviews of the
Fund's quarterly financial statements, as well as services provided in connection with statutory and regulatory filings or engagements.

(2) Audit-related fees are for assurance and related services reasonably related to the performance of the audit or review of the Fund's financial
statements and not reported under *Audit fees” above.

(3) Tax fees were for tax compliance, tax advice and tax planning. The fees were for services performed by the Fund's audllors tax d1v1510n
except those tax services related to the audit.

(4) Al other fees are fees for products and services provided by the Fund's auditors other than those described as "Audit fees”, "Audit-retated
fees” and "Tax fees", - .

Certain other information regarding Pembina's audic committee that is required to be disclosed in accordance with
*Multilateral instrument 52-110 - Audit Committees of the Canadian Securities Administrators will be contained in
the Fund's annual information form for the year ended December 31, 2006, which will be available prior to
March 31, 2007 on the Fund's SEDAR profile at ww'w.sedar.com.
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EXECUTIVE COMPENSATION

Backgreund

Prior to June 30, 2006, all of the management functions for the Fund, Pembina and the-Fund's other direct and
indirect subsidiaries were generally performed by Pembina Management Inc. (the "Manager") pursuant to the
Administration Agreement and the Management Agreement (each as defined and described under "Previous
Management Agreements” below) pursuant to which the Manager received certain fees. The shareholders and
employees of the Manager were the executive officers of Pembina. Pembina also directly employed the executive
officers, and directly compensated such executive -officers, to manage and administer the business affairs of the
Fund, Pembina and those other subsidiaries. However, on June 30, 2006, the external management arrangements
were effectively eliminated as the Fund, through Pembina, acquired all of the shares of the Manager and the
Manager delegated all of its duties under the Administration Agreement and the Management Agreement 1o
Pembina (the "Management Internalization"). In connection with the Management Internalization, all of the
executive officers who previously managed and administered the business and affairs of the Fund through both the
Manager and Pembina entered into employment contracts with Pembina effective July I, 2006 and are now
compensated only by Pembina. As a result of the Management Internalization, all fees payable by Pembina to the
Manager pursuant to the administration and management agreements were eliminated effective June 30, 2006. See
"Previous Management Arrangements” for a description of the fees paid to the Manager up to June 30, 2006 and for
additional details relating to the Management Internalization.

Summary Compensation Table

Qutlined below is a summary of the compensation paid, both directly by Pembina and indirectly by Pembina
through the Manager, for the periods indicated, to the President and Chief Executive Officer, the Vice President,
Finance and Chief Financial Officer and the three other executive officers of Pembina who received the highest
amount of salary and bonus from Pembina in 2006 (collectively, the "Named Executive Officers”). No Named
Executive Officer received any long-term compensation in the form of securities under options or stock appreciation
rights granted, shares or units subject to resale restrictions in the years presented.

Long-Term
Annual Compensation Compensation
o Other Annual LTIP All Other Total
Name and Principal Salary | Bonus™ | Compensation™ Payouts™ Compensation™ | Compensation
Position Year ($) $ % ® $ ®
Robert B, Michaleski 2006 495,000 148,500 16,700 175,993 356,548 1,192.741
President and Chief 2005 465,000 225.000 16,700 - 406,194 1,112,894
Executive Officer 2004 425000 150,000 16,400 - 382,259 973,659
Peter D. Robertson 2006 264.700 72,793 16,700 111,649 158,262 624,104
Vice President, Finance and 2005 249,700 150,000 16,700 - 180,530 596,930
Chief Financial Officer 2004 227,000 65,000 16.400 - 169,893 478,293
D. James Watkinson, Q.C. 2006 247.500 68,063 16,700 94,337 205,740 632,340
Vice President, General 2005 225000 170,000 16,700 - 234,690 646,390
Counsel and Secretary 2004 210,000 80,000 16,400 - 220,861 527,261
S. Bruce Harris 2006 258,720 71,148 16,700 91,011 158,262 595,841
Vice President, 2005 235,200 130,000 16,700 - 166,942 538,842
Operations 2004 196,008 45,000 16,400 - 84,947 342,355
Michael H. Dilger'” 2006 247,500 68,063 16,700 122,330 158,262 612,855
Vice President, 2005 187,500 185.000 16,700 - 153,354 542,554
Business Development 2004 N/A N/A N/A NIA N/A N/A
Notes:
() The amounts of bonuses paid to the Named Executive Officers in respect of 2006 represent a prorated amount to reflect services

provided by the Named Executive Officers following completion of the Management Internalization on June 30, 2006.
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2) The amounts in this column consist of car allowance, parking and business club memberships.

3) The amounts in this column represent cash payments made with respect to the portion of the Executive Restricted Units granted to the
Named Executive Officers effective July 1, 2006 vhich vested on January 1, 2007. Pembina views these amounts as being earned in
respect of services provided by the Named Executive Officers from July 1, 2006 to December 31, 2006 (being the period in 2006
following completion of the Management Internalization) and therefore forms part of their 2006 compensation. See " — Executive
Long Term Incentive Plan" below,

4) The amounts in this column répresent the proportionate share of each Named Executive Officer in the management fees paid by the
Fund and Pembina to the Manager pursuant to the Management Agreement and the Administration Agreement in the applicable year.
Such amounts were subsequently paid by the Manager to the Named Executive Officer in proportion to their shareholdings in the
Manager at the applicable time. The aggregate of such amounts in a panticular year may not equal the total fees paid by the Fund and
Pembina to the Manager in such year as a result of changes in ownership of the Manager's shares from time to time.

(5} Mr. Dilger was appointed Vice President, Business Development on March 1, 2005 and received $187,500 in salary from March 1,
2005 until December 31, 2003, ‘

Executive Long-Term Incentive Plan

In 2006, Pembina implemented an Executive Long-Term Incentive Plan (the "Executive LTIP") to promote a
proprietary interest in the Fund and greater alignment of interests between Pembina's executive officers and
Unitholders by rewarding such officers on the basis of the Fund's longer term performance. Pursuant to the
Executive LTIP, noticnal restricted units ("Executive Restricted Units") may be granted to senior executive
officers of Pembina in such number and at such times as the Board of Directors of Pembina may determine.
Additionally, in order to provide a senior executive officer with the appropriate "total direct.compensation” in
accordance with the total compensation philosophy and principles contained in each Named Executive Officer's
executive employment agreement {(as described ender * - Human Resources and Compensation Committee's Report
on Executive Compensation” and " - Executive Employment Agreements” below), the Board of Directors may apply
a "performance multiplier" to a senior executive officer's Executive Restricted Unit Award that may increase (or
decrease) the amount actually paid out on vesting of such Executive Restricted Units. Such a multiplier is
generally based on the performance metrics described under * - Human Resources and Compensation Committee's
Report on Executive Compensation” below. Executive Restricted Units are not Trast Units and do not confer any
voting rights upon the holders, Pembina maintains an Executive Restricted Unit Account for each participant in the
Executive LTIP to record the notional grants of Executive Restricted Units to such participant.

Each vested Executive Restricted Unit represents the right of the participant to receive a cash payment equal 1o the
Market Value (as defined below) of the Resiricted Unit on the relevant vesting date (subject to applicable
withholdings). "Market Value” is defined as the weighted average trading price of the Trust Units in the fourth
quarter of the fiscal year immediately prior to the relevant vesting date. To the extent that cash distributions are
made on Trust Units of the Fund, an additional number of Execulive Restricted Units will be credited to a
participant's Executive Restricted Unit Account, on an annual basis, based on the amount of the cash distributions in
that year and the Market Value of the Executive Restricted Units on the relevant vesting date (similar to a
distribution reinvestment plan). The Ixecutive LTIP provides for accelerated payout of outstanding Executive
Restricted Units in certain circumstances including upon the occurrence of an event which results in a change of
control of the Fund (as defined in the Executive LTIP). The following awards were made to the Named Executive
Officers pursuant to the Executive LTIP for 200¢:

Executive Long-Term Incentive Plan - Awards in Most Recently Completed Financial Year

Executive Restricted ' Estimated Future

Units® Vesting Periods Payout™
Name # Until Payout'? (%) .

Robert B. Michaleski 15939 - January 1, 2007, 2008 and 2009 567,407
Peter D. Robertson 14,445 January 1, 2007, 2008 and 2009 415,042
D. James Watkinson, Q.C. 12,205 January 1, 2007, 2008 and 2009 350,683
S. Bruce Harris 11,775 January 1, 2007, 2008 and 2009 338,322
Michael H. Dilger 15,827 ~January [, 2007, 2008 and 2009 454,745
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Notes:

{1) See " - Human Resources and Compensation Committee's Report on Executive Compensation” for a description of the factors considered in
determining the number of Executive Restricted Units awarded to the Named Executive Officers,

(2} The Executive Restricted Units granted to the Named Executive Officers for 2006 have a "performance period” that began January 1, 2006
and vest over a three year period in equal instalments on January 1 of each of 2007, 2008 and 2009. The portion of such awards that vested
on January 1, 2007 has been included and disclosed as pant of the Named Executive Officer’s 2006 compensation in the column entitled
“LTIP Payouts™ in the table under " - Summary Compensation Table" above.

(3) The estimated future payout represents Pembina’s estimate, as at December 31, 2006, of the future payout amount of such awards based on
the Market Value (as defined above) of the Trust Units calculated as at December 31, 2006 and the Fund's current distribution level. The
estimated future payout includes the actual amount paid in respect of Executive Restricted Units that vested on January 1, 2007, which
amount is included in the column entitled "LTIP Payouts” in the table under " - Summary Compensation Table" above and which Pembina
has determined forms part of the Named Executive Officers’ 2006 compensation. The relative amounts of the estimated future payouts may
not correspond with the refative numbers of Executive Trust Units granted to each of the Named Executive Officers due to different
"performance multipliers” applied by the Board for awards made to each Named Executive Officer. The actual aggregate amounts
ultimately paid to the Named Executive Officers in respect of such Executive Restricted Units may be greater or less than the amounts
indicated based upon the future Market Value of the Trust Units and the Fund's future distribution levels.

Executive Employment Agreements

In connection with the Management Internalization, Pembina entered into executive employment agreements with
each of the Named Executive Officers. The executive employment agreements have an indefinite term and provide
for the salary, short-term and long-term incentives and benefits to be paid to each Named Executive Officer (see " -
Human Resources and Compensation Committee's Report on Executive Compensation” below), and also contain
provisions that set out the payments to be made upon the termination of each executive’s employment with Pembina
in certain circumstances. In particular, if a Named Executive Officer is terminated without just cause, the terms of
the executive's employment are fundamentally changed so as to constitute constructive dismissal, or the executive
terminates his or her employment with Pembina within 180 days following a change of control of the Fund (as
defined in the employment agreements), the executive will be entitled to a retiring allowance equivalent to two times
the executive's salary, bonus and deemed benefits (at 20% of salary) for the prior year.

Trust Unit Option Plan

The Fund has adopted a Trust Unit Option Plan dated October 16, 1997, as amended January 27, 1999, April 30,
1999 and April 27, 2006 (the "Option Plan"), which enables the directors, officers and employees of Pembina to
participate in the growth and development of the Fund by providing such persons with the opportunity, through
options to acquire Trust Units ("Options"). The Option Plan and all subsequent amendments have been approved
by the Unitholders. The material terms of the existing Option Plan are described below. The Option Plan is
currently the only securities-based compensation arrangement pursuant to which securities may be issued from
treasury of the Fund. Although directors and officers of Pembina are eligible to receive grants of Options under the
Option Plan, no Options have been granted to the directors or executive officers of Pembina since November 28,
2002.

The Option Plan is administered by the Board of Directors which, on the recommendation of the Human Resources
and Compensation Committee, may grant Options to purchase Trust Units to directors, officers and employees of
Pembina. The Board of Directors has the discretion to determine to whom Options will be granted, the number and
exercise price of such Options and the terms and time frames in which the Options will vest and be exercisable.
However, Options may only be exercisable for a maximum of seven calendar years from the date of grant and the
exercise price of the Options must be no less than the five day weighted average trading price of the Trust Units on
the TSX prior to the date of approval of the granting of the Options by the Board of Directors.

A total of 7,670,500 Trust Units are currently reserved for issuance under the Option Plan, representing 6% of the
issued and outstanding Trust Units as at March 8, 2007. As of March 8, 2007, 4,233,499 Options to acquire Trust
Units were outstanding, representing 3.3% of the issued and outstanding Trust Units. Options representing 319,491
Trust Units reserved for issuance have been previously exercised or cancelled and are not currently available for
future issuance, leaving 3,117,510 Trust Units reserved and available for issuance upon the exercise of Options that
may be granted in the future.
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The maximum number of Options (and corresponding Trust Units reserved for issuance upon exercise of such
Options) that may be issued to any one person under the Option' Plan, together with any other securities based
compensation arrangement, is 5% of the issued and outstanding Trust Units (on a non-diluted basis) at the date of
the grant of the Option. The maximum number of Options (and corresponding Trust Units reserved for issuance
upon the exercise of such Options) that may be reserved for issuance to insiders of the Fund under the Option Plan,
together with any other securities based compensation arrangement, is 10% of the issued and outstanding Trust
Units (on a non-diluted basis) at the date of the grant. The total number of Options which may be granted to any one
insider of the Fund within a one year period shall not exceed 5% of the issued and outstanding Trust Units.

An Option is personal to the grantee of the Options and is non-transferable and non-assignable. The Option Plan
does not provide for or contemplate the provision of financial assistance to facilitate the exercise of Options and the
issuance of Trust Units. If the employment or appointment of an Optionholder with Pembina is terminated by either
party for any reason other than termination for cause, the Options held by such Optionholder must be exercised
within 90 days of the date of termination of the Optionholder's employment or appointment with Pembina. If
terminated for cause, the Options held by such Optionholder terminate and are cancelled upon the holder ceasing to
be a director, officer or employee of Pembina.

The Option Plan contains standard adjustment and anti-dilution provisions for changes in the capital structure of the
Fund. If, during the term of an Option, the Fund is merged into or amalgamated with any other entity, or the Fund
sells all or substantially all of its assets, and as a result of such transactions the Unitholders would receive securities
of another issuer in substitution for the Trust Units, the Options would be modified so that the holder would receive
that number of securities of the successor issuer that he or she would have received as a result of such merger,
amalgamation or sale if the Optionholder had exercised the Options 10 purchase Trust Units immediately prior to the
transaction. However, if the employment or appointment of an Optionholder with Pembina or a successor issuer is
terminated for any reason (other than for cause or the death of the holder) within 90 days of a merger, amalgamation
or sale as described above, the Optionholder may exercise all of his or her Options within 90 days of such
termination, whether or not such Options would have otherwise been vested or exercisable. Additionally, if a take-
over bid that is not exempt from the take-over bid requirements of the Securities Act (Alberta) is made for the Trust
Units, Optionholders have the right to immediately exercise all unexercised Options held by such Optionholder,
whether vested or not at such time, in order to tender such Trust Units to the take-over bid. If such Trust Units are
not tendered to or taken up under the bid, any Trust Units so acquired by the holder of the exercised Options are
deemed to be cancetled and returned to the Fund and the Options and the consideration paid by the holder to
exercise such Opttons will be returned to the holder

Unitholder approval is required (by a simple majority of the votes cast) in order to make any amendments to the
Option Plan. Howevér, the Board of Directors may make amendments to the Option Plan of a "housekeeping”
nature or amendments which do not provide additional benefits to grantees of Options under the Option Plan. In this
respect, the Board of Directors may amend the Option Plan or an Option granted under the Optien Plan in respect of
the following matters without Unitholder approval: {a) to correct a clerical or typographical error or an inconsistency
with the Fund's Declaration of Trust, or other matters of a "housekeeping” nature; (b} the timing and terms of
vesting of Options granted under the Plan {which the Board of Directors has discretion over under the terms of the
Option Plan); (c) the termination provisions of an Option granted pursuant to the Option Plan which does not entail
an extension beyend the original expiry date of such Option; (d) to avoid inconsistency with, or to amend provisions
that would subject an Optionholder to unfavourable tax treatment under, the fncome Tax Act (Canada) or other
applicable tax laws; (e} the addition of a cashless exercise feature, payable in cash or securities, which provides for a
full deduction of the number of underlying Trust Units from the number reserved for issuance under the Option
Plan; and (f) such other matters as the TSX may approve from time 1o time. Any proposed amendment to the
Option Plan will be subject to the prior approval of the TSX, and no amendment to, or suspension or discontinuance -
of, the Option Plan may be made to the Option Plan or Options granted under the Option Plan that would alter or
impair any previously granted Options, without the prior consent of the Optionholder.

As of December 31, 2006 there were a total of 4,339,614 Options outstanding under the Option Plan at exercise
prices ranging from $7.95 to $14.75 (with a weighted average exercise price of $14.17) and expiration dates ranging
from August 2, 2007 to November 30, 2013. As of December 31, 2006, 2,065,681 of these outstanding Options
were exercisable. For additional information regarding the Option Plan and outstanding Options as at December 31,
2006, see Note 13 to the Fund's audited consolidated financial statements for the year ended December 31, 2006.
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No Options to purchase Trust Units were granted to any of the Named Executive Officers during the fiscal year
ended December 31, 2006. No Options were repriced in the 2006 fiscal year. The following table sets out for each
of the Named Executive Officers who held Options at any time during 2006: (i) the value of all Options exercised
during the financial year ended December 31, 2006, calculated as the difference between the closing price of the
Trust Units on the TSX on the date of exercise and the exercise price of the Options; and (ii) the number and value
of unexercised Options as at December 31, 2006 calculated as the difference between the closing price of the Trust
Units on the TSX as of December 29, 2006 (the last trading day on the TSX in 2006) of $15.83 and the exercise
price of the Options outstanding on that date. Messrs. Michaleski, Watkinson and Dilger did not hold any Options
at any time in 2006.

Aggregated Trust Unit Option Exercises
During the Most Recently Completed Financial Year
and Financial Year-End Trust Unit Option Values

Value of Unexercised in-
Trust Units Unexercised Options at the-Money Options at
Acquired on Aggregate Value Year-End Year-End
Exercise Realized (Exercisable/Unexercisable) | (Exercisable/Unexercisable)
Name #) ) #) 6]
Peter D. Robertson 15,000 155,250 45,000/ - 276,300/ —
S. Bruce Harris - - 20,000/ - 105,400/ -

Pension and Retirement Plans

The Named Executive Officers are members of the Pembina Pipeline Corporation Pension Plan which is a non-
contributory, defined benefit plan (the "DB Plan"). The DB Plan is registered under the fncome Tax Act (Canada)
and the Employment Pension Plans Act (Alberta) and is subject to the maximum pension and contribution limits
imposed under the Income Tax Act {Canada).

In addition to the benefits earned under the DB Plan. the Named Executive Officers earn supplementary benefits
under the Pembina Pipeline Corporation Supplementary Retirement Plan (the "Supplementary Plan"). Executive
officers who are members of the DB Plan receive a total pension from the DB Pian and the Supplementary Plan of
1.4% of their highest 3-year average base salary in the final 120 months of employment ("Highest Average
Earnings™).

Liabilities under the DB Plan are secured by assets which are segregated from the general assets of Pembina and
held in trust. Liabilities under the Supplementary Plan are unsecured. Additional information regarding these plans
is contained in Note 9 to the Fund's audited consolidated financial statements as at and for the year ended
December 31, 2006.

The table below states the total estimated annual benefits that would be payable to a Named Executive Officer upon
retirement under the DB Plan and the Supplementary Plan, based on specified compensation and years of service
classifications. with the amount shown in the "Remuneration” column equal to the executive’s Highest Average
Earnings.




Estimated Annual Lifetime Retirement Benefits Pursuant to
Pembina's Defined Benefit and Supplementary Retirement Plans

Remuneration'”’ Years of Service'

% 5 10 t5 20 25 30 35
175,000 12,250 24,500 36,750 . 49 000 61,250 . 73,500 85.750
200,000 14,000 28,000 42,000 56,000 70,000 84,000 98.000
225,000 15,750 31,500 47,250 63,000 78,750 94,500 110,250
250,000 17,500 35,000 52,500 70,000 87,500 105,000 122.500
275,000 19,250 38,500 57,150 77,000 96,250 . 115,500 134,750
300,000 21,000 42 000 63,000 84,000 105,000 126,000 147,000
325,000 22,750 45,500 68,250 91,000 113,750 136,500 159,250
350,000 24,500 49,000 73.500 98,000 122,500 147,000 171,500
400,000 28,000 56,000 84.000 112,000 140,000 168,000 196,000
450,000 31,500 63,000 94,500 126,000 157,500 189,000 220,500
500,000 35,000 70,000 105,000 140,000 175,000 210,000 245,000
550,000 38,500 77,000 115,500 154,000 192,500 231,000 269,500
600,000 T 42,000 84,000 126,000 | --168,000 210,000 252,000 294,600

Notes:

(1) Prior 1o June 30, 2006, pension benefits were eamed on base salary and any annual cash bonus. The executive employment agreements for
Pembina's executive officers effective July 1, 2006 provide that pension benefits are to be eamed only on base salary.
(2) At the end of 2006, the Name Executive Officers patticipating in the above-described pension plans had the following years of service:

Robert B. Michaleski 28 years
Peter D. Robertson 21 years
D. James Watkinson, Q.C. 26 years
8. Bruce Harris 25 yeurs
Michael H. Dilger 2 years

Human Resources and Compensation Commiitee's Report on Executive Compensation

The Board of Directors of Pembina has a Human Resources and Compensation Commiittee (the "HRC Committee™)
which determines the executive compensation. policy for the executives of Pembina. The HRC Committee consists
of Myron F. Kanik, as Chairman, David A. Bissett and Lorne B. Gordon, each of whom is an independent director
of Pembina. The HRC Commitiee is appointed by the Board of Directors to discharge the board's duties and
responsibilities with respect to officer and director compensation, pension plan design, Chief Executive Officer
performance planning and assessment and exzcutive officer succession planning. In addition, the HRC Committee
satisfies itself that Pembina's human resources practices and policies are at all times in compliance with applicable
laws and regulations and that Pembina adheres to the highest ethical and moral standards. The HRC Committee met
five times during 2006 to address matters pertaining to its mandate.

The HRC Committee’s objective is to ensure that executive compensation is market competitive, internally equitable
and rewards performance that is aligned with the near and long term interests of the Unitholders. To accomplish
this, the HRC Committee reviews the performance and results achieved by the Chief Executive Officer and receives
reports from the Chief Executive Officer regarding the performance and results of the other executive officers. In
addition, where it believes it is required, the HRC Committee obtains independent advice from external
compensation consultants. For comparative purposes, a market peer group has been established which is comprised
of companies with whom Pembina competes for leadership skills, knowledge and expertise. These companies
generally operate in the energy sector and include pipeline and energy trusts of a comparable scope as measured by
market value, revenues, assets and number of employees.

Pembina's executive compensation practices recognize that Pembina, through the Fund, operates as an income fund
within the energy industry, Pembina’s exevutive compensation for the 2006 fiscal year was comprised of three
primary components: (i) base salary; {ii) a short term incentive plan, which generally consists of a cash bonus; and
(iii) a long-term incentive plan, which consists of grants of Executive Restricted Units that reward the market value
appreciation of, and distributions paid on, the Trust Units. An aggregate of $1,037,073 of fees were also paid to the
Manager prior to the Management Internalization completed on June 30, 2006, and the executive officers of
Pembina consequently received such payments in their capacities as the employees and shareholders of the
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Manager. As a result of the Management Internalization, all fees payable by Pembina to the Manager were
eliminated effective June 30, 2006. See "Previous Management Arrangements”.

Pursuant to the executive employment agreements between Pembina and each of the Named Executive Officers
dated July 1, 2006 and entered into in connection with the Management Internalization, the HRC Committee is to
determine the "total direct compensation” of the Named Executive Officers based upon the philosophy that such
compensation will be dependent upon both corporate and individual performance. The total direct compensation for
each of the Named Executive Officers shall be determined each year by the HRC Committee, acting reasonably and
in accordance with such general philosophy, and shall consist of salary, a short-term incentive award and a long-
term incentive award. In particular, the total direct compensation shall be determined each year by the HRC
Committee based on the performance of both the Fund as compared 1o other income funds and other public entities
of comparable size and complexity, as well as the compensation of the particular executive, based on his or her
performance, as compared or matched to other individuals employed in a comparable position by an employer
whose business is comparable to the Fund's business, as described in further detail below.

In particular, prior to March 31 of each year, the HRC Committee shall establish a "compensation peer group” for
the purpose of assisting the commitiee in determining individual executive compensation. Such compensation peer
group will be comprised of income funds, trusts, partnerships and companies that operate in the energy sector and
are of comparable size and complexity to the Fund. The HRC Committee then will determine a discrete or blended
position match for each executive giving consideration to the individual's functional role, cross-functional strategic
contribution to Pembina and its executive group and internal equity within the Pembina executive group. The HRC
Committee may use the advice of a human resources consulting advisor, as it deems appropriate, to assist in this
process. Additionally, prior to March 31 of each year, the HRC Committee shall establish a "corporate performance
peer group” comprised of income funds, trusts, partnerships and companies which operate in the energy sector and
are of comparable size and complexity to the Fund.

As soon as practical following any year, the HRC Committee shall determine the performance of the Fund relative
to the corporate performance peer group and arrive at a ranking for the Fund, by quartile (the "corporate
performance quartile"), based on the total return of the Fund (consisting of Trust Unit price
appreciation/depreciation plus cash distributions) as compared to the total return of members within the corporate
performance peer group for that year. The resultant corporate performance quartile established for the Fund in that
year will be applied to the executive compensation peer group in determining the executives' total direct
compensation for the year. For example, if the corporate performance quartile for the Fund is determined to be
"second quartile”, the executives' total direct compensation for the year, as measured against the executive
compensation peer group, will also fall within and be awarded within the "second quartile” of the executive
compensation peer group for that year. The HRC Committee shall have the discretion to determine total direct
compensation for an executive within the respective quartile of the executive compensation peer group,

With respect to the individual components of an executive's "total direct compensation”, the salary of each executive
is determined by the HRC Commitiee each year and shail fall within the range established by the executive
compensation peer group. Positioning within the range will depend on the recent performance of the executive, his
or her potential as a succession candidate for key roles and the Board's perception of the executive's development in
the position. The salary of each executive in any year shall not be less than the prior year's salary.

A short term incentive award shall be a cash payment made by Pembina to the executive each year. The HRC
Committee will determine the amount of such payment based on normal ranges for the executive's compensation
level as determined by reference to the applicable position in the executive compensation peer group and the
applicable corporate performance quartile. The amount of the short term incentive award is subject to increase or
decrease based on the HRC Committee’s assessment of the individual performance of the executive and departments
for which the executive s responsible. .
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With respect to long-term incentives, each year the executive may be awarded Executive Restricted Units under the
Executive LTIP. The amount of the long term incentive award for each year shall be determined by the HRC
Committee based on normal ranges for the execulive's target compensation level as determined by reference to the
applicable position in the executive compensation peer group and the applicable corporate performance quartile, and
shall generally be determined to bring the executive's total direct compensation to the appropriate level after taking
into account salary and short term incentive payments. For the 2006 year, the amount of the long term incentive
award was reduced by one-half as the post-Management Internalization employment agreement arrangements took
effect on July 1, 2006. For the award made with respect to 2006 performance, the number of Executive Restricted
Units received by each Named Executive Officer was the amount of the award divided by the weighted average
trading price of the Trust Units on the TSX for the 20 trading days immediately prior to June 1, 2006. Additionally,
in order to provide an executive with the appropriate “total direct compensation” in accordance with the total
compensation philosophy and principles contained in each Named Executive Officer's executive employment
agreement, the Board of Directors may apply a "pzrformance multiplier” to an executive's Executive Restricted Unit
award that may increase (or decrease) the amount actually paid out with respect to such Executive Restricted Units.

The Named Executive Officers’ executive employment agreements provide that if for the years 2006, 2007 and 2008
the methodology described above results in a detcrmination that an executive's total direct compensation is to be at
an amount in excess of the 50™ percentile of the executive's compensation peer group for 2006, the 60" percentile
for 2007 or the 75" percentile for 2008, the HRC Committee may, in its sole discretion, fix the executive's total
direct compensation for such years at any amount that would be at or above the 50™, 60" and 75" percentile in the
applicable year. However, if such methodology for results in a determination that an executive's total direct
compensation is to be less than the 50“‘, 60" and 75" percentile in 2006, 2007 or 2008, respectively, then the HRC
Committee, in its sole discretion, shall direct the total direct compensation to be at such lower levels.

In determining the 2006 total direct compensation levels for Pembina's executive officers, the Fund was determined
10 have performed in the top guartile of its corporate performance peer group during 2006, based on the total return
on the Trust Units in 2006. As a result, at the discretion-of the HRC Committee, the compensation of the Named
Executive Officers was set in the 60™ to 75" percentile range as compared to the Fund's executive compensation
peer group.

Submitted on behalf of the Human Resources and Compensation Committee:

"Myron F. Kanik" (Chair)

"David A. Bissett" .

"Lorne B. Gordon"

Share Performance Graph

The Trust Units trade on the TSX under the symbol "PIF.UN". The following graph shows changes from December
31, 2001 to December 31, 2006 in the value of $100 invested in the Trust Units and in the S&P/TSX Composite

Index, assuming total reinvestment of all distritutions paid by the Fund and total reinvestment of dividends paid
with respect to the S&P/TSX Composite Index since such time. :
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Comparisen of Cumulative Total Return Since
December 31, 2001 Between the Trust Units and the
S&P/TSX Composite Index
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SECURITIES AUTHORIZED FOR ISSUANCE
UNDER EQUITY COMPENSATION PLANS

The following table sets forth, as of December 31, 2006, the number of Trust Units {(being the only current equity
securities of the Fund) which are authorized for issuance with respect to equity compensation plans. The only
compensation plan of the Fund under which Trust Units are authorized for issuance is the Option Plan described
above under "Executive Compensation — Trust Unit Option Plan™.

Plan Category

Number of securities to be
issued upon exercise of
outstanding options,

Weighted-average exercise
price of outstanding
options, warrants and

Number of securities
remaining available for
future issuance under
equity compensation plans
(excluding securities

warrants and rights rights reflected in column (a))
{a) (b} ()
Equity compensation plans
approved by securityholders 4339614 51417 3.117.510
Equity compensation plans
not approved by N/A N/A N/A
securityholders
Total 4,339,614 $14.17 3,117,510
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PREVIOUS MANAGEMENT ARRANGEMENTS

Management Agreement

Prior to the Management Internalization described below, Pembina Management Inc., as the Manager, provided
managerial services to Pembina in respect of the business and operations of Pembina and its affiliates pursuant to an
amended and restated management agreement dated July 1, 2001 (as amended from time to time) between Pembina
and Pembina Management Inc. (the "Management Agreement”). As compensation for its services, the Manager
received: (i) a management fee equal to (0.9825% of the aggregate cash distributions paid to Unitholders; (ii) an
acquisition fee of 0.655% of the purchase price of any material pipeline asset or similar facility acquired by Pembina
or its affiliates; and (iii) a disposition fee of 0.:49125% of the sale price of any material pipeline asset or similar
facility sold by Pembina or its affiliates. In cases of property exchanges or swaps, the Manager received the
applicable acquisition fee up to the purchase price of any pipeline or facility acquired and received the applicable
disposition fee to the extent the value of the pipeline or facility being disposed of exceeds the purchase price. In
addition, as an incentive for the Manager to enhance the overall profitability of the Fund and the cash distributions
paid to Unitholders, the Manager was entitled to earn an annual incentive fee calculated as a percentage of the per
Trust Unit cash distributions by the Fund. The Manager received an incentive fee of 4.9125% of cash distributions
equal to or in excess of $1.05 per Trust Unit annually but less than $1.09 per Trust Unit annually, 6.55% of cash
distributions equal to or in excess of $1.09 per Trust Unit annually but less than $1.19 per Trust Unit annually and
7.86% of cash distributions equal to or in excess of $1.19 per Trust Unit annually. The Manager was also to be
reimbursed for the direct costs and expenses incurred by the Manager in providing the services under the
Management Agreement.

For the period up to June 30, 2006 (the effective date of the Management Internalization), total compensation paid
by Pembina and its affiliates to the Manager pursuant to the Management Agreement was $1,037,073, consisting of
$679,450 of management fees (inclusive of the $10,000 of fees paid under the Administration Agreement described
below) and $357.623 of distribution-based incentive fees. No acquisition fees were paid to the Manager and the
Manager was not reimbursed for any expenses during this period. As a resuli of the Management Internalization, all
fees payable by Pembina to the Manager pursuant to the Management Agreement were eliminated effective June 30,
2006. Prior to the Management Internalization, the Manager was owned by the executive officers of Pembina. See
" - Management Internalization" below.

Administration Agreement

Prior to the Management Internalization describéd below, the Manager acted as the administrator of the Fund
pursuant to an administration agreement between the Fund and the Manager dated September 4, 1997 (the
"Administration Agreement”). Pursuant to the Administration Agreement, the Manager had agreed to act as
administrator for the Fund, or arrange for the provision of services required in the administration of the Fund, in
consideration for an annual fee of $20,000 (of which $10,000 was paid in 2006 for services provided prior to the
Management Internalization), plus reimbursement of all expenses incurred by the Manager in connection with such
services. The Manager was not reimbursed for any expenses during 2006 in connection with the Administration
Agreement. As a result of the Management Internalization, all fees payable by Pembina pursuant to the
Administration Agreement were eliminated effective June 30, 2006 and the Manager delegated all of its duties under
the Administration Agreement to Pembina. Prior to the Management Internalization, the Manager was owned by the
executive officers of Pembina, See " - Management Internalization” below.

Management Internalization

On June 30, 2006, the Fund, through Pembina, completed the Management Internalization by acquiring all of the
issued and outstanding shares of the Manager pursuant to a share purchase agreement dated June 30, 2006 between
Pembina and the shareholders of the Manager (the "Internalization Agreement”). Prior to the Management
Internalization, the Manager's shares were held by executive officers of Pembina. The consideration paid by
Pembina for the shares of the Manager consisted of an initial purchase price of $6.0 million in cash payable at
closing and a contingent deferred payment. The contingent deferred payment amount, payable in 2009, is linked to
future growth in "cumulative distributable cash per Trust Unit" (as defined in the Internalization Agreement). If the
future cumulative distributable cash per Trust Unit in the period from January 1, 2006 to December 31, 2008 does
not exceed $3.42 per Trust Unit ($1.14 per Trust Unit per year, on average), the contingent deferred payment
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amount is zero. Every approximate 10 cent per Trust Unit increase in cumulative distributable cash over $3.42 per
Trust Unit results in a $1 million increase in the contingent deferred payment amount to a maximurn of $15 million.
The purchase price will also be adjusted by the distributed cash on notional Trust Units issued under the agreement
from Janvary 1, 2006 to December 31, 2008 and the change in the value of the Trust Units from the weighted
average price of the Trust Units for the 20 trading days prior to June 30, 2006 of $15.87. As at December 31, 2006,
based on certain assumptions, the Fund estimates the amount of such contingent deferred payment to be
approximately $2.2 million. The actual amount of such payment may be greater than or less than this amount. See
Note 3 to the Fund’s audited consolidated financial statements for the year ended December 31, 2006.

Pursuant to the Internalization Agreement, if a "change of control” of the Fund (as defined in the Internalization
Agreement) occurs prior to the final payment date for the contingent deferred payment, which is to occur in 2009,
the balance of the purchase price payable to the former shareholders of the Manager shall become immediately
payable based upeon the best available estimates of the Fund's cumulative distributable cash per Trust Unit for the
period from January 1, 2006 to December 31, 2008, rather than actual results. Such determination shall be made by
a financial advisor and the resulting payments shall be made as soon as practicable and in any event within 90 days
of the change of control. Furthermore, if a third party publicly announces that it has made or intends to make an
unsolicited take-over bid or other similar transaction which might reasonably be expected to result in a "change of
control”, and it is reasonably expected that the balance of the contingent deferred payment purchase price will
exceed $2,000,000, Pembina shall promptly after such announcement pay $2,000,000 in the aggregate to the former
shareholders of the Manager, in their proportionate amounts, on account of Pembina's obligation to pay the balance
of the purchase price on the final payment date or upon the change of control occurring as contemplated above.

For a further description of such arrangements, please refer to the Internalization Agreement, a copy of which was
filed as a "Material document” on June 30, 2006 on the Fund's SEDAR profile at www.sedar.com.

As a result of the Management Internalization, all fees payable by the Fund to the Manager under the Administration
Agreement and the Management Agreement were eliminated effective June 30, 2006. In connection with the
Management Internalization, the Manager delegated all of its duties under the Management Agreement and the
Administration Agreement to Pembina. Pembina’s executive officers have entered into new employment contracts
with Pembina and will continue to perform the services previously performed by the Manager. See " - Executive
Employment Agreements” above.

INDEBTEDNESS OF DIRECTORS AND EXECUTIVE OFFICERS

To the knowledge of the directors and executive officers of Pembina, none of (i) the current or former directors,
executive officers or employees of Pembina, or-{ii}) any individual who ts, or at any time during the year ended
December 31, 2006 was, a director or executive officer of Pembina or subsidiaries of the Fund, (iii) any propoesed
director of Pembina, or (iv) any associate of any of the foregoing; has been indebted to the Fund or any of its
subsidiaries at any time since January 1, 2006, in respect of any indebtedness that is required to be disclosed under
National Instrument 51-102 - Continuous Disclosure Obligations.

INTERESTS OF INFORMED PERSONS IN MATERIAL TRANSACTIONS

To the knowledge of the directors and executive officers of Pembina, none of the directors, proposed directors or
executive officers of Pembina, or any associate or affiliate of any of the foregoing, has had any material interest,
direct or indirect, in any transaction with the Fund or its subsidiaries since January 1, 2006 or in any proposed
transaction that would has materially affected or would materially affect the Fund or its subsidiaries, except as
described elsewhere in this Information Circular.

INTERESTS OF CERTAIN PERSONS OR
COMPANIES IN MATTERS TO BE ACTED UPON

To the knowledge of the directors and executive officers of Pembina, none of the directors, proposed directors or
executive officers of Pembina or anyone who has held such offices since Janvary 1, 2006, or any affiliate or
associate of any of the foregoing, has any material interest, direct or indirect, in any matter to be acted upon at the -
Meeting, except as otherwise disclosed herein. .
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STATEMENT OF CORPORATE GOVERNANCE PRACTICES

The Board of Directors of Pembina, which is responsible for the governance of the Fund, together with Pembina's
senior management, consider good corporate governance to be central to the effective operation of the Fund and are
committed to maintaining a high standard of corporate governance. The Board as a whole is responsible for
developing the Fund's approach to corporate governance and has recently adopted corporate governance guidelines
("Corporate Governance Guidelines") that set ont the responsibilities of the Board, the structure of the Board, the
responsibilities of directors and other matters related to Board operations. :

During the past year the Board of Pembina devoted significant atiention and resources to reviewing the Fund's
corporate governance practices and ensuring that Pembina's system of corporate governance would meet or exceed
applicable legal and stock exchange requirements. Of particular note, the Board recently adopted its new Corporate
Governance Guidelines and updated its Board Mandate and terms of reference for directors. In addition the Board
adopted a number of new or updated policies, including policies related to disclosure, stakeholder communication,
insider trading, workplace conduct, privacy, health, safety and environment and a whistleblower policy, to assist the
Corporation in mainiaining a high standard of corporate governance. With input from the relevant commitiees, the
Board also revised the charters of all of its committees including the Audit Committee, the Human Resources and
Compensation Committee (the "HRC Committe:") and the Health, Safety and Environment Commitiee (the "HSE
Committee"). :

Set forth below is a description of certain corporate governance practices of the Fund,-as required by Nationa!
Instrument 58-101 — Disclosure of Corporate Governance Practices ("Nl 58-101"), adopted by the Canadian
Securities Administrators which replaces the previous disclosure required under the TSX Corporate Governance
Guidelines. Unitholders are also directed to the Fund's Annual Report for the year ended December 31, 2006, which

contains an additional overview of the Fund's corporate governance procedures and a descrlpuon of the composition,
mandates and activities of the committees of the Board.

Overview

The Board of Pembina is responsible for overseeing the governance of the Fund and to supervise the activities and
operations of management. The Fund's corporate governance practices are designed with a view to ensuring that the

‘business and affairs of the Fund and its subsidieries are effectively managed in the interests of the Unitholders, to

enhance and preserve the long-term value of the Fund and the cash to be distributed by the Fund's operating
subsidiaries to the Fund and by the Fund to its Unitholders, to ensure that the Fund and Pembina meet their
obligations on an on-going basis, and to ensure that Pembina operates in a reliable and safe manner. The Board has
approved the Corporate Governance Guidelines that set out the duties and expectations of the Board and its
committees and management of the Fund and its subsidiaries,

Board of Directors

National Policy 58-201 - Corporate Governance Guidelines ("NP 58-201"), adopted by the Canadian Securities
Administrators, recommends that boards of directors of reporting issuers be composed of a majority of independent
directors. Pembina's Board is composed of a majority of independent directors.

Pursuant to Pembina's Corporate Governance Guidelines the Board is responsible for assessing director
independence. The Board has assessed the independence of each director in accordance with NI 58-101, its
Corporate Governance Guidelines and Multilateral Instrument 52-110 - Awdit Committees ("MI 52-110").
Following this assessment the Board concluded that seven of eight current directors (being David A. Bissett, Allan
L. Edgeworth, Randall ]. Findlay, Lorne B. Gordon, Myron F. Kanik, David N. Kitchen and Robert F. Taylor) are
independent. The sole director of Pembina who is not independent is Robert B. Michaleski, who is the President
and Chief Executive Officer of Pembina. For more information on each of the members of the Board, including
details with respect to meeting attendance, see "Matters to be Acted Upon at the Meeting — Election of Directors of
Pembina Pipeline Corporation™.

The independent directors meet separately from management (and therefore, the sole non-independent director) at

each Board meeting and in addition as they deem necessary. Since January 1, 2006, the independent directors met
without management and the non-independent director six times. -
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With a view to facilitating regular open and candid discussion among.independent directors, the new corporate
governance practices implemented by the Board provide for an in camera session of the independent directors
without management present to be held in conjunction with each meeting of the Board. This is intended to ensure

that adequate structures and processes are in place to permit the Board of Directors to function independently of
management.

Mr. Lorne B. Gordon, the Chair of the Board, is an independent director. The Chair of the Board is appointed as
Chair by the directors each year for a one year term. The Chair is expected to provide leadership to the Board to
foster effective, ethical and responsible decision-making by the directors. The Chair generally oversees Board
direction and administration, ensuring that the Board works as a cohesive team and builds a strong governance
culture. The Chair works with other directors and management 10 monitor progress on strategic planning and
implementation. The Chair annually reviews the effectiveness of each director, with the input of all directors.

Pembina and the Board of Directors recognize the significant commitment involved in being a member of the Board
of Directors. Accordingly, the Corporate Governance Guidelines require directors to notify the Board Chair prior to
serving on the board of directors of another publicly traded company. In addition the Board has established certain
limitations including that, generally, directors may not serve cn the Board of more than four other publicly traded
companies, members of the Audit Committee may not serve on the audit commitiee of more than two other publicly
traded companies and there can be no more than two instances where two directors also serve together on the Board
of another company. The Board of Directors is responsible for evaluating whether continued membership of the
Board of Directors is appropriate and may consider exceptions to the limitations in certain circumstances.

Currently, certain directors or Pembina serve on the boards of directors of other public companies: see "Matters to
be Acted Upon at the Meeting - Election of Directors of Pembina Pipeline Corporation”. With the exception of Mr.
Allan Edgeworth and Mr. Myron Kanik, who are both directors of AltaGas Income Trust, none of the directors serve
together on the board of any other publicly traded entity.

In the 2006 fiscal year, the Board of Directors and its committees held the following number of meetings:

Year ended
December 31, 2006
BOArd 0f DAFECIOTS ...covieiiiiire et et s s e e mem s ba st e aber s b asa s bt 6 ‘
AUt COMIIIEE ....vecveveerieererrirrersessrrsinisresessssececareaseeemreerassoesbreomssbssbsabasssssassssssesiasas 5
Human Resources and Compensation COMMUIES .........cocvvirririiiiiinie s 5
2

Health, Safety and Environment COMMHIEE .........ccocviimrinii s

The attendance of the directors at such meetings for fiscal 2006 is contained in the information regarding each
nominee for election as a director of Pembina under "Matters to be Acted Upon at the Meeting — Election of
Directors of Pembina Pipeline Corporation” above.

Board Mandate

The Board of Directors sees its principal role as stewardship of Pembina and the Fund and its fundamental objective
as the creation of Unitholder value, including the protection and enhancement of the value of the Fund's assets. The
Board discharges this responsibility directly and through delegation of specific responsibilities to committees of the
Board, and officers of Pembina, all as more particularly described in the Board Mandate adopted by the Board of
Directors.

The Board Mandate of Pembina is attached as Schedule "A".

Committees

The Board has established three sitanding committees to facilitate the carrying out of its duties and responsibilities
and meet applicable statutory and policy requirements. In 2006, the Board reviewed the composition of its

committees following the addition of Mr. Allan Edgeworth to the Board and reconstituted the committees effective
July 1, 2006. In connection with the implementation of its new Corporate Governance Guidelines in the first quarter
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of 2007, Pembina reviewed the composition of its commitiees and determined such composition of the committees
was sufficient. The committees are currently comprised of the following directors:

Human Resources and Health, Safety and
Audit Committee Compensation Committee Environment Committee
Robert F. Taylor (Chair) Myron F, Kanik (Chair) David N. Kitchen (Chair)
Allan L. Edgeworth David A. Bissett Allan L. Edgeworth
David N. Kitchen Lorne B, Gordon ’ David A. Bissett

The Board of Directors does not have an executive committee.
Audit Committee

The Audit Committee is composed of three directors, all of whom are independent and financially literate for
purposes of MI 52-110. The responsibilities, power and operation of the Audit Committee are set out in the Audit
Committee Charter. At a minimum, the Audit Committee meets quarterly, both with management and the auditors,
as well as separately with the auditors. The Audit Committee Charter and other information about the Audit
Committee's operations will be contained in the Fund's Annual Information Form for the year ended December 31,
2006 that will be available prior to March 31, 2007 on the Fund's SEDAR profile at www.sedar.com.

Human Resources and Compensation Committee
The HRC Committee is comprised of three directors, all of whom are independent. The responsibilities, powers and

operation of the HRC Committee are set out in the committee charter, a copy of which is available on the Fund's
website at www.pembina.com.

The HRC Committee has been delegated certain responsibilities relating to Board composition, education,
evaluation and compensation, the evaluation and compensation of the Chief Executive Officer ("CEQO") and other
executive officers and the compensation of other employees of Pembina on a collective basis. The HRC Committee
also prepares reports, if and when required, for inclusion in the Fund's disclosure documents.

With respect o its responsibilities regarding the oversight of compensation programs, the HRC Committee makes
recommendations to the Board as to the general compensation philosophy of Pembina and oversees the development
and administration of compensation programs. The HRC Committee considers and recommends to the Board
annual compensation budgets, benefit plans, retirement and savings plans, bonuses and incentive plans and, subject
to Unitholder approval, all new equity-based cornpensation plans, assesses the appropriateness and effectiveness of
such plans on an ongoing basis and ensures that all compensation plans and benefit programs are administered in
accordance with applicable laws, siock exchange policies and stated compensation objectives.

The HRC Committee is also responsible for periodically reviewing and making recommendations to’ the Board
regarding director compensation including annual retainer and meeting fees for non-management directors to ensure
that the compensation of directors realistically reflects the responsibilities and risks involved in being an effective
director. The terms and any awards of equity compensation are proposed by the HRC Committee.

The HRC Committee also performs a number of functions related to executive performance and compensation; This
includes periodically reviewing Pembina's compensation strategy to ensure management is rewarded appropriately
and that the executive compensation program relates to the Fund's financial performance, share return and individual
performance. The HRC Committee reviews the criteria for establishing corporate objectives and executive
performance targets. The HRC Committee will periodically conduct a thorough competitive evaluation and may
consult an independent executive compensation consulting firm for assistance. Annually the HRC Committee
assesses the CEO's performance and reviews, reports on and recommends to the Board for approval the individual
elements of total compensation for the CEO and executives.

The HRC Committee also has responsibilities related to Board composition, the director nomination process and

Board evaluation and education processes which are described below under the headings "Director Orientation and
Continuing Education”, "Nomination of Directors” and "Board Assessment”.
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Further information regarding the activities and recommendations of the HRC Committee is described under
"Executive Compensation” elsewhere in this Information Circular. . . i

During 2006, Mercer Human Resource Consulting ("Mercer™) provided counsel to the HRC Committee and to the
Board of Directors regarding executive compensation matters including but not limited to pay philosophy and
design, market competitive fixed and variable pay levels and selection of appropriate benchmark peer groups for
each of pay levels and performance measurement. In addition, Mercer provided counsel to the HRC Committee, the
Audit Committee, and the Board regarding pension matters including but not limited to valuation of the pension
liability and funding requirements, governance and plan design.

Health, Safety and Environment Committee

The HSE Committee is comprised of three directors, each of whom is independent. The HSE Committee is the
committee to which the Board has delegated certain responsibilities relating to environmental, health and safety
matters regarding Pembina's operations. The HSE Committee also prepares reports, if and when required, for
inclusion in the Fund's disclosure documents.

The objectives of the HSE Committee are to assist the Board in fulfilling its oversight responsibilities (especially for
accountability) in respect of development, implementation and monitoring of Pembina’s health, safety and
environment policies.

Position Descriptions
Board and Committee Chairs

The Board Chair reports to the Board and Unitholders and provides leadership to the Board in matters relating to the
effective execution of Board responsibilities, and works with the CEQ to ensure that Pembina fulfills its
responsibilities to stakeholders including Unitholders, employees, partners, governments and the public. The Board
Chair is chosen by the Board from among its independent directors. The Chair of each committee reports to the
Board and provides leadership in the effective execution of all commitiee responsibilities. Each committee selects
its own Chair from among their number. The Board of Directors has developed position descriptions for the Board
Chair and a position description for Committee Chairs which generally applies to the Chair of each committee of the
Board of Directors.

Chief Executive Officer

The CEQ's prime responsibility is to lead Pembina while the Board is responsible for the overall stewardship of
Pembina. The CEQ is responsible for executive leadership and operational management. The Board of Directors
has developed specific position descriptions for the CEQ, as well as for the Chief Financial Officér and Corporate
Secretary. ' '

Director Orientation and Continuing Education

Each new director of the Board is provided with a director's manual, which is updated on a regular basis, New
Board members are expected to review and become familiar with its contents. The director's manual contains the
Corporate Governance Guidelines, Board Mandate, Committee Charters, Director Terms of Reference, a position
description for each of the Board Chair, Committee Chairs, the CEQ, the Chief Financial Officer and the Corporate
Secretary, key corporate policies and other relevant corporate and Board information. 1In addition, Pembina
conducts orientation sessions with new directors to review Pembina's business, expectations of directors, current
issues and opportunities, and corporate goals and objectives.

Pembina also provides directors with continuous opportunities to increase their knowledge and understanding of
Pembina’s business. Briefings on strategic issues are conducted annually, and typically include reviews of the
competitive environment, the Fund's performance relative to its peers, and any other developments that could
materially affect Pembina's business. In addition, the Board is briefed on a regular basis on corporate governance
developments and emerging best practices in corporate governance. As part of the continuous education process
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Pembina also periodically brings in external consultants with expertise in particular areas to present updates on
general industry trends or other topics of interest and relevance to the directors in fulfilling their responsibilities.

Ethical Business Conduct T | '

The Board of Directors approved a Code of Ethics in 2005. Every director, officer and employee of Pembina is
required to sign an acknowledgement that thev have read and fully understand the Code of Ethics and will review
any updates to the Code of Ethics and related policies. Directors, officers and employees are encouraged to report
any violations of the Code of Ethics to the appropriate persons, and any violation of the Code of Ethics can result in
disciplinary action, mcludmg dismissal.

The Code of Ethics sets out in detail the purpose, scope and application of the Code of Ethics and outlines general
principles by which Pembina is governed and addresses topics such as: conflicts of interest; compliance with laws;
health, safety and environment matters; integrity of financial information; privacy and personal information;
confidentiality; protection and proper use of the Fund's assets, gifts and entertainment; workplace environment and
relationships; accuracy of records and reporting responsibilities and procedures. The Code of Ethics is available on
the Fund's website at www.pembinacom and has been filed on and is accessible through SEDAR at
www.sedar.com,

The Board is responsible for compliance with the Code of Ethics. Any waiver of the Code of Ethics for executive
officers or directors can only be made by the Board. Since implementation of the Code of Ethics no waivers have
been-granted and no material change reports have been filed in relation to any director or executive officer.

Any potential transactions or agreements in respect of which a director or executive officer had a material interest,
would need to be considered and approved by the Board. No such transactions have occurred in the past year, Any
director with a potential conflict of interest on a matter being considered by the Board must disclose their interest,
leave the meeting if requested and refrain from voting on any matter related to the potential conflict.

Whistleblower Policy

The Board of Directors and the Audit Committee have also established a Whistleblower Policy to encourage
employees, officers and directors and other stakeholders to raise concerns regarding Pembina's business practices
(ncluding accounting, internal controls or zuditing matters) on a confidential basis free from discrimination,
retaliation or harassment. A copy of the Whistleblower Policy is available on the Fund's website at
www.pecmbina.com. In accordance with Pembina's Corporate Governance Guidelines any person who has a concern

aboui the Pembina's governance, corporate conduct, business ethics or financial practices can communicate the
concern to the Board. Concerns may be submitted in writing, in accordance with the Whistleblower Policy. Matters
related to financial statement disclosure, accounting, internal accounting controls or auditing matters will be referred
to the Board Chair and the Chair of the Audit Commitiee. If communications from stakeholders are made to the
Board Chair or other individual directors, the other directors will consult with the Board Chair, and the Board Chair
will inform and consult with management to determine an appropriate response.

Nomination of Directors

The Board has, through an ongoing consultative process, regularly evaluated the competencies and skills of its
members and potential nominees in light of the competencies and skills the Board considers are necessary for the
entire Board to possess to facilitate effective decision making and fulfill the Board Mandate.

The Board as a whole, in consultation with the Board Chair, is responsible on an ongoing basis for, among other
things, review and evaluation of the CEO and other directors, identifying and proposing new qualified nominees to
the Board of Directors and considering, in the context of the competencies and skills necessary for the Board, as a
whole, the competency and skills the new nominee would bring to the Board. The Board as a whole will also
consider whether new nominees can devote sufficient time and resources to their duties as a director.

-27-




Board Assessments

The Board, as a whole, has regularly reviewed and assessed its size and composition 10 ensure there is an adequate
number of directors with the appropriate expertise and skills and sufficiently diverse opinicns to effectively fulfill its
mandate. As a result of that analysis last year, the Board decided to add an additional member to the Board whose
- expertise was complimentary to the experience of the existing Board members, and Mr. Allan Edgeworth was added
to the Board effective July 1, 2006. In March 2007, the Board also determined that it was appropriate to add Mr.
Randall Findlay to the Board.

As part of its mandate the Compensation Committee will undertake assessments annually of the Board, its
committees and individual directors. The Compensation Committee will be responsible to propose to the Board
criteria and an evaluation process to assess the effectiveness of the Board as a whole, each Committee and the
contribution of individual directors, and make appropriate recommendations to the Board.

ADDITIONAL INFORMATION

The Fund regularly files quarterly and annual financial statements, as well as material change reports, management's
discussion and analysis ("MD&A") and other important information with the securities commissions or similar
authorities in each of the provinces of Canada. Financial information of the Fund is contained in the audited and
consolidated comparative financial statements and MD&A of the Fund for the year ended December 31, 2006,
which are included in the 2006 Annual Report of the Fund provided to Unitholders who have requested such
materials with this Information Circular. Copies of such documents are available on the internet on the Fund's
SEDAR profile at www.sedar.com or may be obtained on request and without charge from the Secretary of
Pembina, 2000, 700 — 9th Avenue S.W. Calgary, Alberta, T2P 3V4, Telephone (403) 231-7500.

OTHER MATTERS
As of the date of this Information Circular, none of the directors or executive officers of Pembina knows of any
amendment, variation or other matter to come before the Meeting other than the matters referred to in the Notice of

Meeting. If any other matter properly comes before the Meeting, however, the accompanying proxies will be voted
on such matter in accordance with the best judgment of the person or persons voting the proxies.
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SCHEDULE "A"

MANDATE OF THE BOARD.OF DIRECTORS OF
PEMBINA PIPELINE CORPORATION

I GENERAL

The Board of Directors (the "Board") has the responsibility to supervise the managément of the business and affairs of
Pembina Pipeline Income Fund (the "Fund"}, Pembina Pipeline Corporation (the "Company") and all entities controlled by
either of them (collectively "Pembina") in the best -interests of the holders of Fund units (the "Unitholders”). A
fundamental objective of the Board is to enhance and preserve the amount of cash to be distributed to the Company's sole
shareholder, the Fund, to enhance and preserve loag-term value to the Fund, to ensure that Pembina meets its obligations
on dn ongoing basis and to ensure that Pernbina operates in a reliable and safe mannef. In performing its functions, the
Board will, when required by law, consider the legitimate interests of its other stakeholders (such as employees, shippers
and communities).

The Board has responsibility for managing its own affairs and the stewardship of Pembina, including constituting
committees of the Board and determining direcior compensation. The Board will oversee the systems of corporate
governance and financial reporting and controls to ensure that the Fund reports adequate and fair financial information to
Unitholders and engages in ethical and legal conduct. The Board will appoint the officers of the Company in accordance
with the by-laws. ' )

IL. CONSTITUTION -

The Board is to consist of a minimum of five and a maximum of nine directors. A majority of the Board shail be
composed of directors who are independent of the Fund and the Company, and who are free from any business or other
relationship which could, or could reasonably be perceived to, materially interfere with the director’s ability to act with a
view to the best interests of Pembina, other than interésts and relationships arising from holding the Fund’s securities. The
Board shall propose the slate of directors to be put before the Annual Meeting of Unitholders of the Fund.

IIL BOARD CHAIR <

The Board will appoint a chair (the "Board Chair"), who, if possible and if in the best interests of Pembina, will be a
person other than an officer-or employee of the Company, The Board Chair reports to the Board and provides leadership
to the Board in matters relating to the effective execution of all Board responsibilities, and works with the Chief Executive
Officer (the "CEO") to ensure that the Company fulfills its responsibilities to stakeholders including Unitholders,
employees, partners, governments and the public. The Board-has approved and will periodically review the position
description for the Board Chair. . . . .

r

IV. ' COMMITTEES OF THE BOARD

The Board will carry out its mandate directly and through-the following committees of the Board (and such other
committees as it.appoints from time to time): .

(a) Audit Committee;

o . = e e
{(b) '~ Human Resources and Compensation Committee; and
«©) Health, Safety and Environment Commitiee.

Each committee will function according to a written charter, approved by the Board. The Board will review and assess the
adequacy of the committee charters on an annual basis.

V.  MATTERS REQUIRINC BOARD APPROVAL

Certain responsibilities of the Board are sufficiently important to warrant the attféntion of the full Board and, accordingly,
are not delegated or are only delegated in a qualified or partial manner, including: .- - e :

-
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(a)
(b)
{¢)
(d)

(&)
()
(&)
(h)
i
0)
(k)

(I

VL

submitting to Unitholders any matter requiring their approval;
filling vacancies among the directors or appointing additional directors;
approving borrowing and hedging;

authorizing the Fund or Pembina to issue debt or equity securities, declare distributions or dividends, or
purchasing the Fund's units or the Company’s own shares;

approving prospectuses, if any;

approving continuous disclosure documents which are "core™ documents including annual and interim financial
statements, the related management’s discussion and analysis and press releases related thereto, the annual
information form, and management information circulars;

adopting, amending or repealing by-laws;

establishing a process to adequately provide for management succession and, from tlme to time, reviewing
succession plans;

maintaining an understanding of the boundaries between the respective responsibilities of the Board and
management and establish limits on the authority delegated to management;

directing management to impiement systems that are designed to ensure that Pembina operates within applicable
laws and regulations, and to the highest ethical and moral standards:

;;atisfying itself as to the business and proféssional integrity of the CEO and other senior executives, as well as
the CEQ's leadership in the creation of a culture of integrity throughout the Company; and

with the assistance of reports and/or recommendations of the Human Resources and Compensation Committee:

(i} appointing and approving the remuneration of the CEO and other senior executives comprising the
senior management team, and provide them with advice and counsel in the execution of their duties;

(ii) monitoring and evaluating the performance of the CEQO and other senior executives;

(iii) approving employment agreements, severance arrangements and change in control agreements and
provisions relating to senior executives; and

(iv) approving adoption of equity compensation plans, stock option grants and short-term and long-term
incentive plan criteria, targets and awards.

STRATEGIC PLANNING

The Board has the responsibility to ensure there are long-term operational and financial goals and a strategic planning
process in place for Pembina and to participate with management in developing and approving the strategy by which it
proposes to achieve these goals. The Board will:

(a)

)

VIL

adopt a strategic planning process and review and approve annually a corporate strategic plan which takes into
account, among other things, the opportunities and risks of the business on a long-term and short-term basis; and

monitor performance against the strategic plan.

RISK MANAGEMENT

The Board has the responsibility to understand the principal risks of the business in which Pembina is engaged and ensure
that Pembina achieves a proper balance between risks incurred and the potential return to the Fund and its Unitholders.
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The Board must also ensure that there are systems in place which effectively monitor and manage those risks with a view
to the long-term viability of Pembina. The Board wilk:

(a) confirm that a management system is in place to identify the principal risks to Pembina and its business and that
appropriate procedures are in place to monitor and mitigate those risks;

(b) review insurance coverages annually;

{c) confirm that management processes are in place to address and comply with applicable regulatory, corporate,
securities and other compliance matters; and

(d) confirm that processes are in place to comply with the declaration of trust governing the Fund zmd the Company's
by-laws, Code of Ethics, and all other significant policies and procedures. '

VIII. FINANCIAL REPORTING AND MANAGEMENT
The Board will, with the assistance of reports and/or recommendations of the Audit Committee:

(a) approve financial statements and review and oversee compliance with applicable audit, accounting and financial
reporting requirements;

(b) approve annual operating and capital budgets:

(c) approve cash management plans and strategies and all activities relating to cash accounts and cash investment
portfolios, including the establishment and maintenance of bank, investment and brokerage accounts;

(d) confirm that the Company has a system in place for the receipt, retention and treatment of complaints regarding
accounting, internal accounting controls or auditing matters, including the confidential, anonymous submission
by employees of concerns regarding questionable accounting or auditing matters; and

{e) approve significant changes in accounting practices or policies.
IX. DIRECTOR COMPENSATION

The Board members should be compensated in a form and amount that is appropriate and which is customary for
comparative organizations, having regard to such matters as time commitment. responsibility and trends in director
compensation. The Board, based upon recommendations of the Human Resources and Compensation Committee, will
periodically review the adequacy and form of directors' compensation, including compensation of the Board Chair and
committee chairs, to ensure that it is competitive with companies that are similarly situated and realistically reflects the
responstbilities and risks involved in being a director. Managcmcnt directors will not receive dddmonal compensation for
Board service.

To more closely align the interests of directors and the Unitholders, the directors will be eligible to participate in
Pembina's Long Term Incentive Plan (LTIP) and to receive options to purchase Units.

X. TERM LIMITS FOR DIRECTORS

The Board has determined that fixed term limits for directors should not be established. The Board is of the view that such
a policy would have the effect of forcing directors off the Board who have developed, over a period of service, increased
insight into the Company and who, therefore, can be expected to provide an increasing contribution to the Board. At the
same time, the Board recognizes the value of some tumover in Board membership to provide ongoing input of fresh ideas
and views and annually considers changes to the composition of the Board.

XL RETIREMENT AGE FOR DIRECTORS

Unless otherwise determined by the Board, no person will be nominated by management for appointment or election as a
director once that person has reached 70 years of age.




XIL BOARD AND COMMITTEE EVALUATION

The Board Chair will undertake an annual assessment of the overall performance and effectiveness of the Board. The
Chairman will report on such assessments to the Board. The Board will be responsible for establishing the evaluation
criteria and implementing the process for such evaluations. Each director will complete a board effectiveness
questionnaire assessing:

(a) the Board's performance in specified categories such as fiduciary oversight, Board governance and process,
strategic planning and business decisions, and financial matters; and

(b} the performance of each committee of the Board in light of such committee's mandate.

The Board will, after receiving the oral or written report of the Board Chair, meet to discuss the results. The objective of
the assessments is o ensure the continued effectiveness of the Board as a whole, each committee. and each individual
Board member (including the Board Chair), in the execution of their responsibilities and to contribute to a process of
continuing improvement.

XIII. SELECTION OF NEW DIRECTOR CANDIDATES

The Board will recommend a slate of directors to stand for election at the annual meeting of Unitholders. Prior to
appointing or recommending to the Unitholders that the Unitholders elect a new nominee to the Board, the Board will
consider the competencies and skills necessary for the Board, as a whole, the competencies and skills of each existing
director, and the competencies and skills the new nominee will bring to the boardroom. The Board will also consider the
appropriate size of the Board, with a view to facilitating effective decision-making.

Directors are encouraged to identify potential candidates. The Board Chair and the CEQ will be consulted and have input
into the process. An invitation to stand as a nominee for election to the Board will be made to a candidate by the Board
through the Board Chair or the Board Chair's delegate. The Board may, between annual meetings of Unitholders, appoint
nominees to the Board to fill any vacancies or otherwise in accordance with the Company's articles.

XIV. DIRECTOR QUALIFICATION STANDARDS

The Board's objective is to select individuals with education, experience and skills necessary to assist management in the
operation of the business. Because the experiences and advice of those businesses facing similar issues is of particular
value, current and former senior officers of other major corporations are desirable nominees.

In selecting an individual to become a director, the Board will consider education, business, governmental and civic
experience, communication and interpersonal skills, the diversity of the existing board and the background of the potenua]
candidate, as well as any other matters which are relevant to the Board's objectives.

This review will take into account the desirability of maintaining a reasonable diversity of personal characteristics such as
age, gender, geographic residence and origin. However, all directors should possess the highest personal and professional
ethics, integrity and values and be committed to representing the long-term interests of the Unitholders. They must also
have an inquisitive and objective perspective, practical wisdom and mature judgment, outstanding ability in their
individual fields of expertise and a willingness to devote necessary time to Board matters.

XV. ORIENTATION AND ONGOING EDUCATION

The Board has developed a director orientation and ongoing education plan to ensure that directors have the requisite
skills, knowledge and understanding to fulfill their duties as directors. A director's manual, which is updated on a regular
basis, is provided to new Board members who are expected to review and become familiar with its contents. The Board is
briefed on a regular basis on corporate governance developments and emerging best practices in corporate governance.

The Company also provides directors with opportunitics to increase their knowledge and understanding of the Company's
business. Briefings on strategic issues are conducted annually, and typically include reviews of the competitive
environment, the Fund’s and the Company's performance relative to peers, and any other developments that could
materially affect the Company's business. Such briefings are typically supplemented by participation by third party
consultants, such as financial advisors, pension experts and outside legal counsel.
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XV]L. BOARD OPERATIONS

A. - Number of Board Meetings

The Board shall meet quarterly, or more frequently as needed for the directors to diligently discharge their responsibilities.
B. Participation on Comﬁriuees

All members of the Audit Committee and all members of the Human Resources and Compensation Committee must be
independent. The majority of the members of othzr committees must be independent directors. The Board will endeavour
to limit a director's participation to two committees in order to enable the director to give proper attention to each
committee, as well as to the Board.

C. Conduct of Meetings

Board and committee meetings shall be conducted in a manner which ensures open communication, meaningful
participation and timely resolution of issues. .

D. Agenda for Board and Commitiee Meetings

The Board Chair and the CEO shall propose an agenda for each Board meeting. Each Board member is free to suggest the
inclusion of items on the agenda. The chair of each committee of the Board in consultation with committee members and
appropriate members of management shall develop agendas for committee meetings.

E. Materials Distributed in Advance of Meetings

Meetin.g' materials will be distributed to members of the Board before each Board meeting, in sufficient time to ensure
adequate opportunity for review. ‘Under some circumstances, due to the confidential nature of matters 1o be discussed at
the meeting, it may not be prudent or appropriate to distribute materials in-advance.

F. Non-Directors at Board Meetings
The Board believes there is value in having certain members of senior management attend each Board meeting to provide
information and opinion to assist the directors in their deliberations. Attendance by senior management will be

determined by the CEQ with the concurrence of the Board Chair. Management atiendees will be excused for any agenda
items that are reserved for discussion among directors only.

. G, In-Camera Sessions

The independent directors will hold in-camera sessions in conjunction with every regular meeting of the Board, at which
" non-independent directors and members of management are not in attendance.

H. Code of Ethics

The Board has adopted a Code of Ethics that governs the behaviour of directors, officers and employees working for the
Company, and has established procedures for meonitoring compliance. The Board must approve any waivers and ensure
disclosure of any waivers as required by applicable law or regulation, : .

L Stakeholder Communication _
The Board will:
(a) confirm that management has established a system for effective corporate communications including disclosure

controls and processes for consistent, transparent, regular and timely public disclosure; .
(b) approve the adoption of a disclosure policy relating to, among other matters, the confidentiality of the Company's
: business information and the timely reporting of developments that have a significant and material impact on the
value of the Company.
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XVIL. CORPORATE GOVERNANCE

The Board as a whole is responsible for developing the Company's approach to corporate governance and has adopted
Corporate Governance Guidelines that set out the responsibilities of the Board, the structure of the Board, the
responsibilities of directors, and Board operations.

The Board will:

(a) establish an appropriate system of corporate governance including practices to permit the Board to function
independently of management;

(b) establish committees and approve their respective charters and the limits of authority delegated to each
committee;

(c) determine Board member qualifications;

(d) establish written Terms of Reference for directors, that describe and communicate performance expectations of a

director and provide a benchmark for developing an approach to individual director assessment and evaluation;

(e) establish appropriate processes for the regular evaluation of the effectiveness of individual directors, each
committee, and the Board as a whole; )

(f) review on an annual basis whether any two or more directors serve together on the board of another publicly-
traded entity and whether the composition of the Board needs to be changed to eliminate these interlocks;

(g) ensure that adequate orientation programs are in place for new directors and that all directors have access to
continuing education programs to maintain and enhance their skills and abilities as directors;

(h) approve the nomination of directors, giving consideration to the competencies and skills each new nominee will
bring to the boardroom relative to the competencies and skills of existing directors and of the board as a whole;

(1) review the adequacy and form of directors’ compensation, including compensation to committee chairs, to ensure
‘ that it is competitive with companies that are similarly situated and realistically reflects the responsibilities and

risks involved in being a director;

() arrange for independent directors to hold regular in-camera sessions, at which non-independent directors and
members of management are not in attendance; and

k) establish a minimum attendance expectation for directors in respect of Board and committee meetings, keeping
in mind the principle that the Board believes that all directors should attend all meetings of the Board and each
committee on which he or she sits. :

XVIIL. CODE OF BUSINESS CONDUCT AND ETHICS

The Board will:

(a) adopt a Code of Ethics;

(b) establish procedures for monitoring compliance; and

(c) approve any waivers and ensure disclosure of any waivers, as required by applicable law or regulation.

XIX. BOARD MEETINGS

The Board will meet as frequently as needed for the directors to diligently discharge their responsibilities. Notice of each
meeting will be given to each member. The notice will: '




(a) be in writing {(which may be communicated by fax or email);

(b) be accompanied by an agenda that states the nature of the business to be transacted at the meeting in reasonable
detail;

(c) "to the extent practicable, be accompanied by copies of documentation to be considered at the meeting; and

(d) be given at least 48 hours preceding the time stipulated for the meeting, unless notice is waived by the Board
members.

“r

A quorum for a meeting of the Board is a majority of the members present in person or by telephone or such greater
number of directors as the Board may from time to time determine. :

The powers of the Board may be exercised at a meeting at which a quorum is present or by resolution in writing signed by
all the directors entitled to vote on that resolution at a meeting of the Board. At all meetings of the Board, every questicn
shall be decided by a majonty of the votes cast on the question. Resolutions in writing may be signed in counterparts.

If the Board Chair is nol present at a meeting of the Board, the CEO will act as Chair. If the CEO is not present, a Chai-r.
will be-selected from among the members present. The director who also holds the office of President will have a second
or deciding vote in the event of an equality of. votes. '

The Board may invite others to attend any part of any meeting as it deems appropriate. This includes members of
management, any employee, the Company's legal counsel, external auditors and consultants. : '

In conjunction with each Board meeting, the independent directors will hold an in“camera session, at which non-’
independent directors and members of management are not in attendance.

Minutes will be kept of all meetings of the Board. The minutes will include copies of all resolutions passed at each
meeting, will be maintained with the Company's records, and will be available for review by members of the Board and
the external auditor.
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Vice President, General Counsel and Sccretary 5 Pembina Pipeline Corperation, or instead of cither of the lurwomv

. a5 proxyholder of the undersigned, with full power of substitution, 10 attend,’

vole and act for and on behalf of the undersigned in :f'cspccl of all matters that may come before the annual general meeting of 1he|
unitholders of the Fund to be held on April 27, 2007 including any adjournment thercof (the "Meeting”), o the same extent and,
with the same powers as il the undersigned were pf'.rsonaliy present at the Meeting, with authority to vote at the proxyh()ldcr‘sii
discretion except as otherwise specified below: '

i

Without limiting the general powers hereby conferréd, the undersigned hereby directs the proxyholder to vote the Trust Units of:
the Fund represented by this Form of Proxy in the fo]lowmn manner:

;,
l. FOR or WITHHOLD FROM VOTING ____ the nomination as directors of Pembina Pipeline Corporation of lhe}
nominees described in the accompanying In fonmuon Circular. ‘T

2. FOR or WITHHOLD FROM VOTING the appointment of KPMG LLP, Chartered Accountants, 19“-
auditors of the Fund and Pembina Pipeline & “orporation. - i,
\

The directors and management of Pembina Pipeline Corporation recommend that unitholders vote FOR the abmei
matters. 1
:
This proxy is solicited by management of Pembin"} Pipeline Corporation on behalf of the Fuend. The Trust Units represented]
by this Form of Proxy will be voted, where the. umlrloldcr has given a choice above, as directed or, il no direction is given, FOR
such proposal. The person or persons appointed under this Form of Proxy are conferred with discretionary authority with respect]

lo amendments or variations of those matters spcc:rﬂcd in this Form of Proxy and the accompanying Notice of Meeting and}
Information Circular and with respect to any other "nallers which may be properly brought before the Meeting. This Form ofy

Proxy should be read in conjunction with the accomp 1n\'m0 Notice of Meeting and Information Circular. !

b
The undersigned hereby revokes any prior proxies. NOTES: ] !
1. A unitholder has the right to appoint a person, whe does not have tobea |
unitholder, to attend and act on his or her behalf at the Mceting other ‘i
than the persons designated in this Form of Proxy. This right may be
DATED this day of L2007 excrcised by inserting that other person’s name in the blank space
. provided for that purpose and striking out the other names or by
completing another proper Form of Proxy and, in either case, by

delivering the completed Form of Proxy to the Fund as indicated below.
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This Form of Proxy must be dated and executcd by the unitholder (using
exactly the same name in which the Trust Units are held) or by his attomey
authorized in writing or, if the unitholder is a body corporate, by 'a duly
authorized officer or attorney thereof. A copy of any such authorization
should accempany this Form of Proxy. Persons signing as executors.
administrators, trustees, elc. should so indicate. If this Form of Proxy-is not
Name of Unitholder dated. it will be deemed to bear the date on which it was mailed to the Fund by
{Please Primt) M the unitholder. |

Signature of Unithotder

3. Inorder for this Form of Proxy to be effective. it must be signed und deposited
with Computershare Frust Company of Canada, 100 University Avenue, Sth
Floor, Toronto, Ontaric MS5J 2YI1, not less than 24 hours (excluding
Saturdays, Sundays and holidays) before the Meeting or any adjournment
thereof,
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GLOSSARY OF TERMS
Terms used in this Annual Information Form and not otherwise defined have the meanings set forth below:
"ABCA" means the Business Corporations Act {Alberta), as amended from time to time;
"Administration Agreement” means the administration agreement between the Manager and the Fund dated
September 4, 1997, as amended April 30, 1999, pursuant to which the Manager provided certain administrative
services to the Fund prior to the Management Internalization. See "General Development of the Fund —
Developments in 2006 — Other Matters — Management Internalization™;
"AEUB" means the Alberta Energy and Utilities Board;
"Alberta Pipelines” means those pipelines servicing the conventional production in Alberta including the Peace

System, the Northern System, the Drayton Valley System, the Swan Hills System, the Brazeau/Caroline System, the
Miscible Flood System, the Cremona System and the Non-Operated Systems;

"AOSPL" means Alberta Qil Sands Pipeline Ltd.;

"AOSPL System" means the approximately 430 kilometre pipeline system delivering SCO from Syncrude's
production facilities north of Fort McMurray, Alberta into the Edmonton, Alberta area;

"B.C. Pipelines” means the NEBC System and the Western System;

"BCUC" means the British Columbia Utilities Commission;

"Brazeau/Caroline System" means the approximately 250 kilometre pipeline system delivering NGLs from natural
gas processing plants southwest of Edmonton, Alberta and from Caroline, Alberta to the Bonnie Glen System or to

Fort Saskatchewan, Alberta;

"Bonnie Glen System" means the approximately 250 kilometre pipeline system and related facilities delivering
crude oil and condensate from central Alberta to Edmonton, Alberta;

"Canadian Natural" means Canadian Natural Resources Limited;

"Cheecham Lateral" means the 56 kilometre lateral pipeline for the delivery of SCO from an existing pump station
on the AOSPL System to a new terminalling facility located near Cheecham, Alberta;

"condensate” means a mixture consisting primarily of pentanes and heavier hydrocarbon liquids;

“Convertible Debentures" means, collectively, (i) the 7.5% convertible unsecured subordinated debentures of the
Fund which, subject to prior redemption or conversion, mature on June 30, 2007, and (ii) the 7.35% convertible
unsecured subordinated debentures which, subject to prior redemption or conversion, mature December 31, 2010, all
of which are described in greater detail in Note 8 to the Fund's audited consolidated financial statements for the year
ended December 31, 2006,

"Cremona System" means the approximately 340 kilometre pipeline system delivering crude oil, condensate and
butane from northwest of Calgary, Alberta to either the BP Amoco Rangeland Pipeline or to Bowden, Alberta;

"Declaration of Trust" means the declaration of trust dated September 4, 1997, as amended April 30, 1998, as
further amended and restated April 30, 1999 and as further amended April 28, 2000, as may be amended,
supplemented or restated from time to time, pursuant to which the Fund was created. See "Description of the Fund
and the Trust Units — Declaration of Trust" and "Material Contracts";

"Dow Canada" means Dow Chemical Canada Inc.;
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"Drayton Valley System" means the approximately 1,250 kilometre pipeline system and related facilities delivering
crude oil and condensate production to Edmonton, Alberta from the area southwest of Edmonton, Alberta,;

"Exempt Plan" means a registered retirement savings plan, registered retirement income fund, registered education
savings plan or deferred profit savings plan under the Tax Act;

"Extraordinary Resolution” means a resolution passed by a majority of not less than 66 2/3% of the votes cast,
either in person or by proxy, at a meeting of Unitholders called for the purpose of approving such resolution, or
approved in writing by the holders of not less than 66 2/3% of the Trust Units entitled to be voted on such
resolution;

"Floating Rate Senior Notes" means the $75 million aggregate principal amount of unsecured senior notes due
2009 and having a floating rate of interest, issucd by PPC on a private placement basis in June 2004;

"Fund" means Pembina Pipeline Income Fund, an unincorporated, open-ended trust established under the laws of
Alberta;

"Governance Agreement” means the agreement entered into as of October 24, 1997, as amended and restated April
30, 1999, and as further amended April 28, 2000, and as may be further amended, supplemented or restated from
time to time, among the Fund, the Manager, and PPC. See "Directors and Officers — Governance Agreement”;

"Horizon Pipeline” means the pipeline system proposed to be constructed by the twinning of the existing 22-inch
AQSPL pipeline and construction of a new pipeline from the Horizon Project to connect with the existing AOSPL
pipeline, which will be dedicated to the Horizon Project;

"Horizon Project" means Canadian Natural's Horizon Qil Sands Project located approximately 70 kilometres north
of Fort McMurray, Alberta,

"Income Trust Tax Proposal” has the meaning ascribed thereto under "General Development of the Fund -
Developments in 2006 — Other Matters — Federal Government Pronouncements on Income Trusts™;

“Internalization Agreement" means the share purchase agreement dated June 30, 2006 among PPC and the former
shareholders of the Manager pursuant to which the Management Internalization was completed. See "General
Development of the Fund — Developments in 2006 — Other Matters — Management Internalization";

"Kinder Morgan Pipeline" (previously known as the Trans Mountain Pipeline) means the Kinder Morgan Pipe
Line system delivering crude oil and refined preducts from Edmonton, Alberta to Vancouver, British Columbia;

"Management Agreement” means the agreement between PPC and the Manager dated October 24, 1997, as
amended and restated July 1, 2001 and June 30, 2006, pursuant to which the Manager provided management
services to PPC and the other operating subsidiaries of the Fund prior to the Management Internalization. See
"General Development of the Fund — Developments in 2006 — Other Matters — Management Internalization”;

"Management Internalization” has the meaning ascribed thereto under "General Development of the Fund -
Developments in 2006 — Other Matters - Management Intemalization";

"Manager” means Pembina Management Inc., an ABCA corporation that is owned by PPC and which, prior to the
Management Internalization was owned by the executive officers of PPC and which was the administrator of the
Fund pursuant to the Administration Agreement and provided management services to PPC and the other operating
subsidiaries of the Fund pursuant to the Management Agreement, See "General Development of the Fund —
Developments in 2006 — Other Matters — Management Internalization”;

"Miscible Flood System” means the approximately 270 kilometre pipeline system delivering NGLs from Fort
Saskatchewan, Alberta and Judy Creek, Alberta to miscible flood projects in northwestern Alberta;
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"NEB" means National Energy Board;

"NEBC System" means the approximately 580 kilometre pipeline system delivering crude oil and condensate from
northeastern British Columbia and northwestern Alberta to Taylor, British Columbia;

"NGL System” means, collectively, the Brazeau/Caroline System and the Miscible Flood System;
"NGLs" means natural gas liquids, including ethane, propane, butane and pentanes plus;
"Non-Operated Systems" means, collectively, the Bonnie Glen System and the Wabasca System;

"Northern System" means the approximately 650 kilometre pipeline system delivering crude oil frorr-l Taylor,
British Columbia into the Swan Hills System and the Miscible Flood System;

"NOVA Chemicals" means NOVA Chemicals Corporation;

"Peace System" means the approximately 2,050 kilometre pipeline system and related facilities delivering light
crude oil, condensate, propane mix and ethane mix from northeastern British Columbia and northwestern Alberta to
Edmonton, Alberta and to Fort Saskatchewan, Alberta;

"Pembina” means the Fund and its subsidiaries, taken as a whole;

"PPC" means Pembina Pipeline Corporation, an ABCA corporation that is a wholly-owned subsidiary of the Fund;
"PPC Directors” means the directors of PPC from time to time;

"PPC Notes" means the unsecured, subordinated promissory notes issued to the Fund from time to time by PPC;
"PPC Shares" means the common shares of PPC, all of which are owned by the Fund;

"Record Date” means the dates on which Unitholders of record will be entitled to distributions paid by the Fund,
currently being the last day of each calendar month, and such other dates as may be determined from time to time by

the Trustee;

"SCADA system" means a supervisory control and data acquisition system. See "Description of Pembina's Business
and Operations - Information and Communication Systems";

"SCO" means synthetic crude oil;

"Secured Senior Notes" means the $100 million aggregate principal amount of senior secured notes due 2017 and
bearing interest at 7.38% per annum issued by PPC on a private placement basis in July 2002, of which $92.7
million principal amount were outstanding as of December 31, 2006;

"Senior Notes" means, collectively, the Secured Senior Notes, the Unsecured Senior Notes, the Floating Rate Senior
Notes and the Series C Senior Notes;

"Series C Senior Notes" means the $200 million aggregate principal amount of unsecured senior notes of PPC
issued September 30, 2006 and due September 30, 2021 and which bear interest at a fixed rate of 5.58% per annum;

"Storage Agreement" means the twenty year storage agreement entered into effective May 13, 2003 among the
Storage LP, Dow Canada and NOVA Chemicals. See "Description of Pembina's Business and Operations —
Overview — Midstream Business";

"Storage Facility" means the underground ethylene storage facility and related lands and equipment located at Fort
Saskatchewan, Alberta in which Pembina indirectly acquired a 50% interest on June 24, 2003;




"Storage GP" means the Fort Saskatchewan Ethylene Storage Corporation, the general partner of the Storage LP,
owned 50% by Pembina and 50% by Dow Canada;

"Storage LP" means the Fort Saskatchewan Ethylene Storage Limited Partnership, an Alberta limited partnership,
owned, directly and indirectly, 50% by Pembina and 50% by Dow Canada;

"Swan Hills System" means the approximately 500 kilometre pipeline system delivering light sweet crude oil from
the Swan Hills area in Alberta, and from Acheson/Ellerslie in Alberta, to Edmonton, Alberta;

"Syncrude” or the "Syncrude Project” means the joint venture that was formed for the recovery of oil sands, crude
bitumen or products derived therefrom from the Athabasca oil sands, located near Fort McMurray, Alberta;

"Tax Act” means the Income Tax Act (Canada), as amended from time to time;
"throughput” means volume of product deliverzd through a pipeline;

"Trustee" means Computershare Trust Company of Canada, in its capacity as trustee of the Fund, or such other
trustee of the Fund that may be appointed from time to time;

"Trust Units" means the units of the Fund, each unit representing an equal undivided beneficial interest in the Fund,
"T'SX" means the Toronto Stock Exchange;
"Unitholders" means the holders of Trust Units from time to time;

"Unsecured Senior Notes" means the $175 million aggregate principal amount of unsecured senior notes due 2014
and bearing interest at 5.99% per annum issued by PPC on a private placement basis in June 2004;

"Wabasca System” means the approximately 190 kilometre pipeline system delivering crude oil from the East
Peace River Arch area of northern Alberta to the Rainbow Pipeline System, which is not owned or operated by
Pembina; and

"Western System" means the approximately 820 kilometre pipeline system delivering crude oil from Taylor, British
Columbia to Kamloops, British Columbia.

In this Annual Information Form, all references to "$" or "dollars" means Canadian dollars unless otherwise
specified.

All information in this Annual Information Form is presented as of March 23, 2007 unless otherwise indicated.
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ABBREVIATIONS AND CONYERSIONS

In this Annual Information Form, the following abbreviations have the indicated meanings.

bbland bbls..........ooiiii barrel and barrels, each barrel representing
34.972 Imperial gallons or 42 U.S. gallons

bbIs/d e ettt barrels per day

mbbls/d o, thousands of barrels per day

The following table sets forth certain standard conversions between Standard Imperial Units and the International
System of Units (or metric units).

To convert from To Multiply by
BBIS. e CUDBIC MELEES oovve i et err e 0.159
CUDIC MELIES co.eeeeeeeeeeeeeeeen, BBES et e 6.293
111 (=3 T O KilOMEBLIES . ..ot 1.609
KiIlometres .......ccoeevicveeee e 1 11 1= 0.621

NON-GAAP MEASURES

The Fund's audited consolidated financial information for the year ended December 31, 2006, which may be found
on the Fund's company profile on the SEDAR website at www.sedar.com, is presented in compliance with Canadian
generally accepted accounting principles {("GAAP"). Certain of this financial information is contained within this
Annual Information Form. Readers should also take note, however, that within this Annual Information Form the
term "net operating income” is used to describe certain financial information of the Fund and that this term is not
defined by GAAP. This term is equal to revenue less operating expenses, as applicable in the context in which it is
used.

Pembina believes that the term "net operating income” is a useful measure. Pembina believes it provides an
indication of the results generated by the Fund's business activities prior to consideration of how the activities were
financed or how the results are taxed. Readers should be cautioned however that "net operating income" should not
be construed as an alternative to the Fund's net earnings, cash flow from operating activities or other measures of
financial results determined in accordance with GAAP as an indicator of the Fund's performance (as such are used in
the Fund's audited consolidated financial information for the year ended December 31, 2006). Furthermore, these
measures may not be comparable to similar measures presented by other issuers.

For more information with respect to financial measures which have not been defined by GAAP, see the "Non-

GAAP Measures” section of the Fund's management's discussion and analysis for the year ended December 31,
2006, which has also been filed on the Fund’'s SEDAR profile at www.sedar.com.
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FORWARD-LOOKING STATEMENTS AND INFORMATION

The information contained in this Annual Information Form contains certain forward-looking statements and
information that are based on the Fund's current expectations, estimates, projections and assumptions in light of its
experience and its perception of historical trends. In some cases, forward-looking statements and information can be

HoH LU ] LU )

identified by terminology such as "may", "will", "should", "expects”, "projects”, "plans”, "anticipates”, "targets”,

non [T}

"believes", "estimates”, "continues” and similar expressions and relate to, among other things:

. changes in legislation relating to the Fund and its structure, including income tax considerations and the
treatment of income and mutual fund trusts;

. capital expenditure estimates, plans, schedules, rights and activities and the planning, development,
construction, operations and costs of pipelines, facilities or other energy infrastructure;

. pipeline system operations and throughput levels;
. oil and gas industry exploration and development activity levels;
. the Fund's strategy and the development of new business initiatives, including the Fund's midstream

business, condensate initiative and the Horizon Pipeline;

. expectations regarding Pembina's abilizy to raise capital and to carry out acquisition, expansion and growth
plans;
. treatment under governmental regulatory regimes including environmental regulations and related

abandonment and reclamation obligations;

. tolls and tariffs and transportation, storage and services commitments and contracts;

. cash distributions and the tax treatment thereof;

. operating risks and related insurance coverage and inspection and integrity systems; and
. competitive conditions.

These statements and information are not guarantees of future performance and are subject to 2 number of known
and unknown risks and uncertainties, including, but not limited to: the impact of competitive entities and pricing;
reliance on key alliances and agreements; the strength and operations of the oil and natural gas production industry
and related commodity prices; actions by governmental or regulatory authorities including changes in tax laws and
treatment or increased environmental regulation; fluctuations in operating results; changes in general economic and
market conditions in Canada, North America and elsewhere, including changes in interest rates or foreign currency
exchange rates; the risks set out herein under "Risk Factors" and certain other risks detailed from time to time in the
Fund's public disclosure documents. The Fund believes that the expectations reflected in these forward-looking
statements and information are reasonable as of the date hereof but no assurance can be given that these expectations
will prove to be correct. Undue reliance should not be placed on these forward-looking statements and information
as both known and unknown risks and uncertainties, including those business risks stated above, may cause actual
performance and financial results in future periods to differ materially from any projections of future performance or
results expressed or implied by such forward-looking statements and information. Accordingly, readers are
cautioned that events or circumstances could cause results to differ materially from those predicted. Subject to the
requirements of applicable securities laws, the Fund undertakes no obligation to update publicly or revise any
forward-looking statements or information contained herein and such statements and information are expressly
qualified by the above statements.
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STRUCTURE OF THE FUND
Pembina Pipeline Income Fund

The Fund is an open-ended, single purpose trust established under the laws of the Province of Alberta pursuant to
the Declaration of Trust. The Fund's operations commenced on October 24, 1997 following completion of its initial
public offering on that date. The Fund holds, directly and indirectly, all of the issued and outstanding PPC Shares,
the PPC Notes and one voting, non-participating share in one subsidiary of PPC. The principal office of the Fund is
located at 2000, 700 - 9th Avenue S.W., Calgary, Alberta, T2P 3V4. For a description of the Fund and the
Declaration of Trust, see "Description of the Fund and the Trust Units".

The Fund is restricted to investing solely in investments which a unit trust and a mutual fund trust may own in
accordance with Section 132(6) of the Tax Act. The Fund's investments currently consist solely of the PPC Shares
{with PPC owning, directly or indirectly, several other operating subsidiaries), the PPC Notes, and one voting, non-
participating share in one subsidiary of PPC. The Fund makes monthly cash distributions to the Unitholders of the
payments received by the Fund from PPC, less administrative and certain other costs of the Fund and after any cash
redemptions of Trust Units. The Fund is totally dependent on the operations of PPC and the Fund's other indirectly-
owned operating subsidiaries for cash ultimately distributed to Unitholders. The Fund's income is derived from the
interest and repayments of capital on the PPC Notes and the dividends and repayment of capital on the PPC Shares.
The amounts of these payments are generally equal to the net cash flow generated from Pembina's business and
operations, less any amounts withheld for debt repayments or service charges, capital expenditures and working
capital requirements. The Fund's administrative expenses generally consist of the fees and expenses paid to the
Trustee pursuant to the Administration Agreement, the cost of reporting to Unitholders, regulatory compliance and
administration of various legal agreements. Administrative expenses and cash redemptions currently represent only
a nominal fraction of the Fund's income.

Pembina Pipeline Corporation and Other Operating Subsidiaries

PPC is an ABCA corporation which, directly or indirectly through its subsidiaries, owns interests in a diversified
base of long life energy infrastructure consisting of conventional oil and NGLs pipeline systems and related
facilities, contract-based oil sands pipeline systems and related facilities and other terminal, storage and hub
facilities and services and infrastructure, and a midstream business including a 50% interest in an underground
ethylene storage facility. The business segments of PPC are grouped for functional, geographic and accounting
purposes into three categories: the conventional pipelines in Alberta and in British Columbia; the oil sands
infrastructure; and the midstream business. See "Description of Pembina's Business and Operations” for a
description of the business and operations of PPC and the other operating subsidiaries of the Fund.




Structure

The following chart indicates the Fund's major subsidiaries, including their jurisdictions of formation and the
percentage of common equity or other ownership interest held or controlled, directly or indirectly, by the Fund or its

subsidiaries:

Unitholders

Debentureholders

Trust Units

Convertible Debentures

Pembina Pipeline

Income Fund
(an Alberta trust)

100% of
PPC Shares

100% of
PPC Notes

Pembhina Pipeline

Corporation
{an Alberta corporation)

100% 100%

Pembina Pipeline
(an Alberta partnership)

100%

Peace System

Drayton Valley

System

Crude Oil
System

NGL System

Cremona System

Non-Operated
Systems

50%

100%

Pembina North Pembina West

Limited Limited
Partnership Partnership
(an Alberta limited (an Alberta limited
partnership) partnership)

NEBC System
Western System
Taylor System

Northern System

} '

Pembina Oil Fort Saskatchewan

Sands Ethylene Storage
Limited Limited
Partnership Partnership

(an Alberta limited
partnership)

(an Alberta limited
partnership)

AOQOSPL System Storage Facility

Horizon Pipeline
Cheecham Lateral
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GENERAL DEVELOPMENT OF THE FUND
Developments in Last Three Years
In 2004, Pembina completed a $167 million capital expansion of the AOSPL System throughput capacity at the
request of the Syncrude Owners, to facilitate transportation of increasing production by Syncrude. The AOSPL
expansion increased the contracted capacity of the AOSPL System from 275,000 bbls/d to 389,000 bbls/d.
In 2005, PPC executed a preliminary agreement with Canadian Natural for the Horizon Pipeline to provide
dedicated pipeline transportation service from the Horizon Project to the Edmonton, Alberta area and a definitive
agreement for construction of the Cheecham Lateral. See "Description of Pembina's Business and Operations — Oil
Sands Infrastructure. *

Developments in 2006

Conventional Pipelines

Calven Interconnection Agreement

In 2006, a Pipeline Interconnection and Transportation Agreement between Pembina and Plains Marketing, L.P.
("Plains™) became effective. This agreement resulted in the reversal of the Calven pipeline system (a crude oil
gathering system operating in northwestern Alberta with a throughput capacity of approximately 32,000 bbls/d that
is wholly-owned and operated by Plains) and the transportation of crude oil from the Calven pipeline system onto
Pembina's Peace System and the Northern System, which has contributed to increased throughput volumes on those
systems. The throughput volumes received to date pursuant to this agreement have met Pembina's initial
expectations See "Description of Pembina's Business and Operations — Overview — Conventional Pipelines —
Alberta Pipelines™.

Product Segregation Fuacilities

Pembina continued to develop new facilities to segregate high sulphur content crude oil from light sweet crude oil
on the Drayton Valley System. Necessitated by increasing sulphur levels within the Drayton Valley System
volumes, Pembina expects that the addition of the storage facilities and a new pipeline will assist Pembina with
preserving a high quality crude oil stream while providing enhanced services to its customers. Pembina anticipates
this project will be completed and placed in service during 2007. Pembina expects that the estimated capital
expenditure of $32 million in relation to this project will be recovered through an incremental toll on crude oil
receipts on the Drayton Valley System.

Condensate Initiative

In 2006, Pembina continued to work on developing a condensate delivery system designed to transport 100,000
bbis/d of imported condensate from the west coast of British Columbia to Edmonton, Alberta. This project,
launched in mid-2005, would entail establishing a marine terminal at Kitimat, British Columbia and constructing a
465 kilometre pipeline from Kitimat, British Columbia to connect to Pembina's Western System near Summit Lake,
British Columbia. If this project proceeds, Pembina intends to expand the capacity of its Alberta Pipelines to
accommodate the incremental throughput. During 2006, Pembina progressed discussions with a number of
stakeholders including customers, government, local communities and First Nations with regard to this project.



01l Sands Infrastructure

Horizon Pipeline

On November 9, 2006, Pembina announced that it had executed definitive agreements with Canadian Natural with
respect to the Horizon Pipeline. Under the agreements, Pembina will provide dedicated pipeline transportation
service of up to 250,000 bbls/d of SCO to the Horizon Project. The extendible twenty-five year agreement
commencing on the in-service date of the Horizon Pipeline provides for a revenue stream to Pembina which is
contract-based and is not throughput dependent.

The construction of the Horizon Pipeline consists of twinning Pembina's existing AOSPL Pipeline to provide for
two physically and commercially separate and distinct pipeline systems south of the AOSPL terminal and the
construction of a new pipeline from the AOSPL terminal to the Horizon Project. Pembina expects construction to
take place in three phases. The first phase, which consisted of the twinning of Pembina's AOSPL System with the
installation of approximately 100 kilometers of 24-inch and 30-inch diameter pipeline, commenced in November
2006 and is substantially completed. The second and third phases of construction, which entatil the installation of 50
kilometres of 24-inch and 16-inch pipeline in the Edmonton area {including a North Saskatchewan River Crossing)
and the installation of 73 kilometers of 20-inch pipeline connecting the Horizon Project to the AOSPL System
terminal and crossing of the Athabasca River, respectively, are currently scheduled to take place over the summer
2007 and winter 2007/2008 construction seasons. Commissioning is currently scheduled for mid-2008 and Pembina
expects the new pipeline will be available for service on approximately July I, 2008. Pembina estimates the total
cost of the Horizon Pipeline to be approximately $350 million. Canadian Natural will have exclusive use of one of
the two physically and commercially separate pipelines and Syncrude, the shipper on the existing AOSPL Pipeline,
will have exclusive use of the other pipeline.

Cheecham Lateral

In December 2005, PPC entered into definitivie agreements with ConocoPhillips Surmont Partnership, Total E&P
Canada Ltd., Nexen Inc. and OPTI Long Lake L.P. for the construction of the Cheecham Lateral to service these
parties’ oil sands projects. Construction of the Cheecham Lateral was completed at a cost of approximately $43
million during the fourth quarter of 2006. Pembina began earning revenue on this pipeline on February 1, 2007.
The contract has a twenty-five year extendible term providing returns that are contract-based and are not throughput
dependent.

Midstream Business

In 2006, Pembina continued to expand its midstream business with the implementation of new services across
segments of its conventional pipeline systems. Pembina continues to add midstream services, such as storage,
terminalling and marketing, to the Swan Hills System, Cremona System and the Drayton Valley System, which was
converted to "single shipper” status as of June 1, 2006.

Other Matters
Increase in Cash Distribution

On July 26, 2006, the Fund announced that the PPC Directors had approved an increase in the Fund's distribution
rate, for payments beginning in September 2006, of 5% to $0.10 per Trust Unit per month ($1.20 per Trust Unit per
year), up from $0.095 per Trust Unit per month ($1.14 per Trust Unit per year) paid since January 2006. On
November 30, 2006 the Fund announced that the PPC Directors had approved an additional increase in the Fund's
distribution rate, for payments beginning in January 2007, of 10% to $0.11 per Trust Unit per month ($1.32 per
Trust Unit per year).



Series C Notes Financing

On September 30, 2006, PPC closed a private placement of $200 million of unsecured Series C Senior Notes which
will mature September 30, 2021 and bear interest at a fixed rate of 5.58%. The Series C Senior Notes were sold to
institutional investors in the United States and Canada. The proceeds from the sale of the Series C Senior Notes
wete used to repay $165 million of drawn bank facilities and the balance was used for general corporate purposes.

Federal Government Pronouncements on Income Trusts

On October 31, 2006 the Canadian federal government (the "Government") announced plans to introduce a tax on
publicly traded income trusts (other than real estate investment trusts) to generally tax such income trusts at the
same tax rate as Canadian corporations (the "Income Trust Tax Proposals”). For existing income trusts, such as
the Fund, the new tax measures would not be effective until 2011, provided that such trusts comply with certain
"normal growth" parameters regarding equity growth until that time. Those parameters are designed to ensure that
income trusts do not undertake what the Government has deemed to be "undue expansion” in an attempt to
circumvent the Government's intention to halt the growth of the income trust industry in Canada. A "Notice of Ways
and Means Motion™ was passed in the Canadian Parliament shortly after the Government announcement. This notice
was a one-page summary of the Income Trust Tax Proposals and it did not identify any specific amendments to the
Tax Act,

On December 15, 2006, the Government announced guidance regarding a "normal growth" safe harbour for future
issuances of equity capital. The safe harbour amount will be measured by reference to the individual trust's market
capitalization as of the end of trading on October 31, 2006. For the period from November 1, 2006 to December 31,
2007, a trust's safe harbour amount will be 40 percent of the October 31, 2006 market capitalization benchmark, and
for each of the years 2008 through and including 2010 a trust's safe harbour amount will be 20 percent of the
benchmark, cumulatively allowing equity growth of up to 100 percent until 2011. In addition, Pembina understands
that income trusts will be allowed to issue equity to retire debt existing on October 31, 2006 without eroding their
safe harbour limits. The guidance regarding "normal growth" is administrative in nature and is not law and can be
revised without an Act of the Canadian Parliament.

On December 21, 2006, the Government released draft legislative proposals to amend the Tax Act with respect to
the income Trust Tax Proposals and requested comments from stakeholders. In late January 2007 the House of
Commons Standing Committee on Finance (the "Standing Committee") held special hearings on the Income Trust
Tax Propesals and the draft legislation. On February 28, 2007, the Standing Committee released its report that
recommended, among other things, that the proposed income trust tax be reduced from 31.5% to 10% with such tax
to commence immediately and be refundable to Canadian investors, or that the proposed transition period be
extended from four years to ten years. The Government is not bound by any of the report recommendations and it is
expected that the Government will proceed with the Income Trust Tax Proposals in their original form. As a result,
at this time Pembina is unable to determine the impact, if any, this report may have on the Income Trust Tax
Proposals or the timing of when the proposed legislation could be passed by the Canadian Parliament.

On March 19, 2007 the Govemment released the 2007 Federal budget. The budget did not include any revised draft
legislation related to the Income Trust Tax Proposals, however, the budget did include a statement confirming the
Government's intention to proceed with these proposals, as modified to take into account consultations and
deliberations.

At this time, the draft legislation to give effect to the Income Trust Tax Proposals has not yet been introduced into
the Canadian House of Commons and therefore has not been approved or declared in force by the Government.
Accordingly, it is uncertain when the proposed legislation could be passed by the Canadian Parliament, if at all, or
as to what form, if any, changes in Canadian income tax laws will take as a result of such proposal.

While the proposed changes, if enacted, will be unfavourable to the Fund, Pembina expects that they will not impede
or impair its core business plan. Management is considering various alternatives to ensure Pembina continues to
deliver maximum value to the Unitholders. Additionally, Pembina expects that for a Unitholder that is a Canadian
resident individual or a taxable Canadian corporation, the Income Trust Tax Proposals are generaily intended to
apply in a manner which will not create any significant change in the after tax amount retained by such Unitholder
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from each dollar of income earned by the Fund when compared to the current tax regime applicable to the Fund and
its Unitholders. For additional information see "Risk Factors - Relating to the Fund's Structure and Securities -
Changes in Legislation".

Management Internalization

Prior to June 30, 2006, all of the management functions for the Fund, PPC and the Fund's other direct and indirect
subsidiaries were generally performed by the Manager pursuant to the Administration Agreement and the
Management Agreement, and the Manager's shares were held by executive officers of PPC. PPC also directly
employed executive officers and other employees to manage and administer the business affairs of the Fund, PPC
and those other subsidiaries. However, on Junz 30, 2006, the external management arrangements were effectively
eliminated as the Fund, through PPC, acquired all of the shares of the Manager and the Manager delegated all of its
duties under the Administration Agreement and the Management Agreement to PPC (the "Management
Internalization”). As a result of the Management Internalization, all of the executive officers who previously
managed and administered the business and effairs of the Fund through the Manager entered into employment
contracts with PPC effective July 1, 2006 and are now compensated only by PPC, and all fees payable by PPC to the
Manager pursuant to the Administration Agreement and the Management Agreement were eliminated effective
June 30, 2006.

Pursuant to a the Intemalization Agreement, the Fund, through PPC, acquired all of the issued and outstanding
shares of the Manager for an initial purchase price of $6.0 million in cash consideration payable at closing in
addition to a contingent deferred payment. The contingent deferred payment amount, payable in 2009, is linked to
future growth in "cumulative distributable cash per Trust Unit" (as defined in the Internalization Agreement). If the
future cumulative distributable cash per Trust Unit in the period from January 1, 2006 to December 31, 2008 does
not exceed $3.42 per Trust Unit ($1.14 per Trust Unit per year, on average), the contingent deferred payment
amount is zero. Every approximate 10 cents per Trust Unit increase in cumulative distributable cash over $3.42 per
Trust Unit results in a $1 million increase in the contingent deferred payment amount to a maximum of $15 million.
The purchase price will also be adjusted by the distributed cash on notional Trust Units issued under the agreement
from January 1, 2006 to December 31, 2008 and the change in the value of the Trust Units from the weighted
average price of the Trust Units for the 20 trading days prior to June 30, 2006 of $15.87. As at December 31, 2006,
based on certain assumptions, the Fund estimates the amount of such contingent deferred payment to be
approximately $2.2 million. The actual amount of such payment may be greater than or less than this amount. See
Note 3 to the Fund's audited consolidated financial statements for the year ended December 31, 2006.

Pursuant to the Internalization Agreement, if & "change of control” (as defined in the Internalization Agreement)
occurs prior to the final payment date for the contingent deferred payment, which is to occur in 2009, the baiance of
the purchase price payable to the former sharcholders of the Manager shall become immediately payable based upon
the best available estimates of the Fund's cumulative distributable cash per Trust Unit for the period from January 1,
2006 to December 31, 2008, rather than actual results. Such determination shall be made by a financial advisor and
the resulting payments shall be made as soon as practicable and in any event within 90 days of the change of control.
Furthermore, if a third party publicly announces that it has made or intends to make an unsolicited take-over bid or
other similar transaction which might reasonably be expected to result in a change of contrel, and it is reasonably
expected that the balance of the contingent duferred payment purchase price will exceed $2,000,000, PPC shall
promptly afier such announcement pay $2,000,000 in the aggregate to the former shareholders of the Manager in
their proportionate amounts on account of PP(C's obligation to pay the balance of the purchase price on the final
payment date or upon the change of control occurring as contemplated above.

For a further description of such arrangements, please refer to the Internalization Agreement, a copy of which was
filed as a "Material document” on June 30, 2006 on the Fund's SEDAR profile at www_sedar.com.

As a result of the Management Internalization, all fees payable by the Fund to the Manager under the Administration
Agreement and the Management Agreement were ¢liminated effective June 30, 2006. In connection with the
Management Internalization, the Manager delegated all of its duties under the Management Agreement and the
Administration Agreement to PPC.



DESCRIPTION OF PEMBINA'S BUSINESS AND OPERATIONS
Pembina's Business Strategy and Opportunities

Pembina's principal objective is to provide a stable stream of distributions to its Unitholders that are sustainable over
the long-term, while pursuing opportunities for enhancement through accretive growth. Pembina's business strategy
is to continue to develop its hydrocarbon-liquids services business within western Canada, through the exploitation,
expansion, construction and acquisition of quality energy infrastructure. Pembina believes that quality energy
infrastructure is represented by assets containing inherent competitive advantages, that may be under long-term
contract with creditworthy customers and are locatéd in proximity to long-life economic hydrocarbon reserves.
Pembina is currently exploring growth initiatives in each of its conventional, oil sands and midstream business units.

Energy industry fundamentals benefited Pembina's conventional pipeline business during the year. Active
exploration in Pembina's service areas resulted in customer requests for new pipeline connectors, facility expansions
and service upgrades. Incremental volumes from these new developments reversed the historical trend of declining
throughputs on the conventional systems and contributed to Pembina's stronger year-over-year aggregate operating
performance.

Pembina believes it is well positioned to respond to transportation opportunities stemming from the significant
projects that are currently being considered in the oil sands area surrounding Fort McMurray, Alberta. Each of these
projects being considered will require pipeline capacity to move its product to market. With Pembina's existing
AOSPL System and the Cheecham Lateral as a base, along with the current construction of the Horizon Pipeline to
service the Horizon Project and access to numerous diluent supply pipelines, Pembina believes it is in an
advantageous position to meet the further pipeline capacity needs of these projects. See "General Development of
the Fund — Developments in 2006 — Oil Sands Infrastructure”. Pembina is currently exploring the potential to
provide pipeline transportation service to several of the oil sands projects proposed by industry for development in
the 2010 to 2015 timeframe.

Pembina also has the additional capacity to transport conventional light crude oil in areas which have seen renewed
development interest in recent years as a result of sustained higher commodity prices and a shift in ownership from
the major mid-capitalization exploration and production companies to junior exploration and development-focused
income and royalty trusts. Further, through optimization of existing pipeline capacity, Pembina has developed
additional NGLs take-away capacity in response to increasing deep-basin natural gas drilling activity.

Pembina is currently developing severa! initiatives to expand its midstream services, including water handling and
disposal, custom treating and marketing services upstream of existing pipelines. There is also long term potential
for miscible carbon dioxide ("CO;") flooding. Several of Pembina's mature service areas have been identified by
industry as good candidates for the application of this enhanced oil recovery technique. Producer sponsored CO,
flood pilot projects and government research projects are currently underway in western Canada, including one in
the Drayton Valley service area. Pembina's assets are strategically located to transport incremental production
derived from these projects at minimal incremental cost. Pembina may also have the opportunity to participate in
the construction of new CO; pipelines using its existing infrastructure or rights-of-way.




Overview

The three business segments of Pembina are the conventional pipelines in Alberta and British Columbia, the oil

sands infrastructure and the midstream business,
business segments.

The following map illustrates Pembina's assets in the three

Pembina Assets

e Conventional Pipelines
— Qil Sands Pipelines

—— Pipelines by Others TAYLOR
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KAMLOOPS
SN
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2006 Operating Highlights
Conventional Pipelines  Oil Sands Infrastructure®  Midstream Business Total
2006 2003 2006 2005 2006 2005 2006 2005
Average throughput (mbbis/d) 448.5 135.4 389.0 389.0 n/a n/a 8375 8244
Revenue ($ million) 233.0 204.3 62.1 555 50.7 30.7 3358 290.5
Operating expenses ($ millions) 89.9 804 24.83 18.5 43 38 119.0 102.7
Net operating income ($ milliom)™” 133.1 123.9 37.3 37.0 46.4 269 2168 1878
Average revenue (3/bbl)® 1.27 1.20 0.65 0.69 n/a n/a 1.05 1.04
Notes:
(1 See "Non-GAAP Measures” on page vii.
(2) Midstream revenue is exctuded in total average revenue per barrel calculation.
(3) Revenue is contract-based and independent of utilization rates, therefore volumes reported are contracted capacity.

Outlined below is a description of the operations of each of the conventional pipelines in Alberta and British
Columbia, the oil sands infrastructure and the midstream business. Additional information regarding Pembina's
results of operations for 2006 and future plans and outlook is contained in the Fund's management’s discussion and
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analysis for the year ended December 31, 2006, an electronic copy of which is available through the internet on the
Fund's SEDAR profile at www.sedar,com.

Conventional Pipelines — Alberta Pipelines

Overview

The Alberta Pipelines, a network of crude oil, condensate and NGLs pipelines located over an area of the Western
Canadian Sedimentary Basin with both producing and developing oil and natural gas fields, serve a range of
petroleum producing regions across the province and operate under competitive market-based tolling arrangements.
These arrangements allow Pembina to respond to changes in economic and operating conditions and to one-time
events in order to sustain the margin contribution from these systems, while preserving upside potential.

During 2006, Pembina continued to benefit directly from the elevated activity in its conventional Alberta service
regions. Five new crude oil battery connections were completed during the year, with incremental volume delivered
from these receipt points increasing to 20,000 bbls/d by the end of the year. Another six new connections are
scheduled for completion in mid to late 2007 and Pembina believes these connections could generate additional
throughput of up to approximately 14,000 bbls/d by the end of 2007,

Throughput on Pembina's Alberta Pipelines collectively averaged 425,800 bbls/d in 2006 compared with 411,600
bbls/d in 2005. This increase was a result of continued strong oil and natural gas activity in Alberta, and the quality
of service provided by Pembina's assets.

Pembina's Alberta Pipelines generated revenue of $195.2 million in 2006, compared with $179.0 million in 2003, a
9.1% increase. Average tolls in 2006 on the Alberta Pipelines increased to $1.26 per bbl compared with $1.19 per
bbl in 2005. The increased tolls resulted primarily from increasing costs relating to operations and the maintenance
of a high level of integrity on the systems.

Peace System and Northern System

The Peace System and the Northern System serve mature and developing oil and natural gas fields in northwestern
Alberta and northeastern British Columbia transporting light crude oil, condensate, propane mix and ethane plus mix
in "batch™ mode. The throughput of the Peace System and the Northern System collectively averaged 209,000
bbls/d in 2006 compared with 194,500 bbls/d in 2005. This increase is generally due to the new Calven connection
which added over 10,000 bbls/d of throughputs on the Peace System and the Northern System in 2006,

Drayton Valley System

The Drayton Valiey System, a network of gathering pipelines, transports crude oil and condensate produced from
the long-life Pembina field southwest of Edmonton, Alberta. Throughput on the Drayton Valley System averaged
84,600 bbls/d in 2006, an increase from 2005 throughput of 78,600 bbls/d. Three Nisku production batteries
connected to the Drayton Valley System in 2005 contributed a year-over-year increase in pipeline receipts on this
system. Pembina anticipates flat or growing oil, NGLs and natural gas production in this area in 2007. Pembina
believes that fields serviced by this system may be good candidates for significantly enhanced recovery should CO,

flood pilot projects currently underway prove successful. See " — Pembina's Business Strategy and Opportunities”

above.
Swan Hills System

The Swan Hills System gathers crude oil from 26 receipt points in the Swan Hills and Judy Creek areas of Alberta,
as well as condensate from the Northern System, for delivery to Edmonton. Excluding the transfer volume from the
Northern System, crude oil receipts were 60,200 bbls/d in 2006 compared to 58,400 bbls/d in 2005. Throughputs
were stable over the year and Pembina anticipates little throughput decline in 2007,



NGL System

The NGL System consists of the Brazeau/Caroline System and the Miscible Flood System. The NGL System
transported an average of 46,400 bbls/d of ethane mix during 2006 compared to 51,800 bbls/d in the prior year.
Producers using the Miscible Fiood System have contracted for an additional year of service on this line. Contracts
for services on the Miscible Flood System are not throughput dependent and, as such, revenue generated by this
system is independent of actual volumes transported.

Cremona System

The Cremona System transports crude oil, condensate and butane from 24 receipt points northwest of Calgary to the
Rangeland Pipeline that moves product to Montana in the United States. Receipts on this system averaged 14,900
bbls/d in 2006, compared to 15,600 bbls/d in the preceding year, a decrease of 4.5% generally due to natural field
production declines in the area and reduced condensate throughput volumes resulting from competitive trucking
transportation options.

Non-Operated Systems

Pembina holds a 50% undivided interest in the Bennie Glen System and a 10% undivided interest in the Wabasca
System. The other 50% of the Bonnie Glen System is owned by Imperial Oil Resources, which operates the system
pursuant to a joint venture agreement with Pembina. The Wabasca System is operated by Keyera Facilities Income
Fund, which holds the largest interest in the Wabasca System. Together, these systems comprise the Non-Operated
Systems. Pembina's proportionate share of average throughputs on these systems in 2006 was 10,500 bbls/d
compared to 12,300 bbls/d in 2003, representing approximately 2.3% of Pembina's total pipeline throughput.

Conventional Pipelines — B.C. Pipelines

Pembina's B.C. Pipelines serve the oil and natural gas producing region located in the northeastern quadrant of
British Columbia. The B.C. Pipelines include the NEBC System, which consists of three crude oil gathering
pipelines upstream of Taylor, British Columbia (the Blueberry, B.C. Light & Boundary Lake pipelines) and the
truck-unloading and pipeline terminal at Taylor, and the Western System (which delivers to Prince George and
Kamloops, B.C. for transmission to the west coast of Canada). These systems collectively transport approximately
95% of the crude oil and condensate produced in the province of British Columbia. The NEBC System gathered an
average of 32,300 bbls/d of crude oil and condensate in 2006, similar to 32,000 bbls/d in 2005, Volumes shipped on
the NEBC System are directed either down the Western System, or east on the Peace System or the Northern
System. The Western System transported an average of 22,700 bbls/d compared to 23,800 bbls/d in 2005. The
balance of 9,600 bbis/d of crude oil was shipped east on the B.C. Pipelines onto the Peace System or Northern
System into Edmonton and is included in the Peace System's or the Northern System's throughput, as applicable,

Revenues generated by the provincially-regulated B.C. Pipelines are rate-based or, in the case of Western System,
governed by shipper agreements. Volumes on the Western System are transported at a fixed tariff under a tolling
arrangements that are scheduled to expire at the end of June 2007. Pembina is currently in discussions with
producers and shippers on this system regarding tolls after such expiry. Revenue generated by the Western System
will continue to be dependent on the marketing decisions of the system shippers who may elect to move product
west on the Western System or east on the Albeita Pipelines. See " — Industry Regulation and Tariffs" below.

Qil Sands Infrastructure

AOSPL System

The AOSPL System is comprised of a mainline and related facilities and has a single receipt point, being Syncrude
Canada Ltd.'s production facility north of Fort McMurray, Alberta. The AOSPL System is the sole transporter for
the Syncrude Project.
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Revenue on the AOSPL System is not dependent on throughput. Revenue contribution from this system was $62.1
million in 2006 compared to $55.5 million in 2005, and operating costs totalled $24.8 million for 2006 compared to
$18.5 million in 2005. This increase in costs was generally due 10 increased power and labour costs. Actual
throughput volume on the AQSPL System averaged 263,500 bbls/d in 2006, compared to 218,700 bbls/d in 2005,
The AOSPL System contributed 18.5% of total revenue and 37% of Pembina's total average throughput in 2006
compared to 19% of total revenue and 33% of Pembina’s total average throughput in 2005,

Returns generated by the AOSPL System are governed by the terms of a long-term agreement with the Syncrude
owners. Expiry of the agreement is currently set at December 2033, commensurate with the current expiry of
Syncrude's licenses, and the agreement is subject to extension. Pembina's rate of return on the AOSPL System is
independent of throughput volume, as Pembina earns a rate of return on and of its depreciated capital investment
along with full operating cost recovery.

Other Oil Sands Infrastructure

The construction of the Cheecham Lateral was completed in the fourth quarter of 2006. See "General Development
of the Fund — Developments in 2006 - Qil Sands Infrastructure — Cheecham Lateral". This 56 kilometre 16-inch
pipeline delivers SCO from the Syncrude Project to other oil sands production facilities for use as diluent.

In November 2006, Pembina commenced construction of the Horizon Pipeline, which consists of twinning
Pembina's existing AQSPL Pipeline to provide for two physically and commercially separate and distinct pipeline
systems south of the AOSPL terminal and the construction of a new pipeline from the AOSPL terminal to the
Horizon Project. Pembina has substantially completed the first phase of construction, which consist of the twinning
of Pembina's AOSPL System with the installation of approximately 100 kilometers of 24-inch and 30-inch diameter
pipeline. The second and third phases of construction, which entail the installation of 50 kilometres of 24-inch and
16-inch pipeline in the Edmonton area (including a North Saskatchewan River Crossing) and the installation of 73
kilometers of 20-inch pipeline connecting the Horizon Project to the AOSPL System terminal and crossing of the
Athabasca River, respectively, are currently scheduled to take place over the summer 2007 and winter 2007/2008
construction seasons. Commissioning is currently scheduled for mid-2008 and Pembina expects the new pipeline
will be available for service on approximately July 1, 2008. Pembina estimates the total cost of the Horizon Pipeline
to be approximately $350 million. Canadian Natural will have exclusive use of one of the two physically and
commercially separate pipelines and Syncrude, the shipper on the existing AOSPL Pipeline, will have exclusive use
of the other pipeline. See "General Development of the Fund — Developments in 2006 - Oil Sands Infrastructure —
Horizon Pipeline™.

Midstream Business

Overview

Pembina's midstream business exploits the inherent value of its conventional pipelines. This represents a natural
extension of Pembina's conventional business and Pembina anticipates the trend toward vertically integrating
services for producers to continue in 2007. In 2006, the midstream business unit contributed $50.7 million in
revenue, representing 15.1% of Pembina's total revenue for the year compared to $30.7 million or 10.6% of
Pembina's total revenue in 2005,

Ethylene Storage

Pembina owns an indirect interest in the Storage Facility through ownership of a 49.9% interest in the Storage LP
and 50% of the shares in the Storage GP, which holds a 0.2% interest in the Storage LP. Dow Canada, directly and
indirectly owns the other 50% interest in the Storage LP, including the remaining 50% of the shares of the Storage
GP, and operates the Storage Facility. The Storage LP owns 100% of the underground ethylene storage facility and
related lands and equipment that comprise the Storage Facility.

The Storage Facility, located near Edmonton, Alberta, is made up of underground caverns used to store ethylene and
a related central operating unit consisting of pumps, dehydrators and brine pond. The Storage Facility is the only
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large-scale ethylene storage facility in Alberta and is an integral component of the Alberta petrochemical
infrastructure. The total storage capacity of the Storage Facility is approximately 213 kilotonnes (234,850 short
tons} of ethylene.

Dow Canada and NOVA Chemicals are the Storage Facility's principal customers (collectively the "Customers").
The Customers are party to the Storage Agreement and will be automatically renewed as to each Customer for
successive periods of one year unless either PPC or the Customers gives the other five year's notice of non-renewal.
If the Storage Agreement terminates prior to the twenty year anniversary date, the Customers are requited to pay the
Storage LP a make-whole payment equal to the unrecovered balance of capital expenditures made by the Storage LP
prior to the termination plus the present value of the balance of the monthly base fixed fees for the remainder of the
term of the Storage Agreement, discounted at a prescribed equity rate of return.

Dow Canada operates the Storage Facility pursuant to an operating agreement. Under a separate ethylene delivery
system services agreement which also has the same term and effective date as the Storage Agreement, NOVA
Chemicals has agreed to inject and withdraw ethylene by means of its pipeline facilities into and out of the Storage
Facility for the Storage LP's customers.

Along with stable, long term cash flow, the Stcrage Facility provides diversification of Pembina's business into the
petrochemical sector without the corresponding commodity price exposure.

Commercial Midstream Operations

In 2006, Pembina further expanded the scope of the midstream business with the commencement of commercial
terminalling, storage and hub service activities on the Swan Hills System and Drayton Valley System. In 2006,
Pembina realized the benefits of a full year of midstream revenue on the Swan Hills System and the Cremona
System and the late 2006 start-up of midstream services on the Drayton Valley System. By attracting incremental
throughput to Pembina's truck terminals, storage facilities and pipelines, revenues have been increased. Pembina
anticipates that this may also extend the useful life of its conventional pipeline systems.

For additional information on Pembina's midstream business, see "General Development of the Fund -
Developments in 2006 — Midstream Business”.

Information and Communication Systems

Pembina employs SCADA technology on all of its pipeline systems. The SCADA system allows for continuous
electronic monitoring and control of the pipeline systems from dedicated computer consoles located in Pembina's
Edmonton control centre. Operators monitor the computer consoles 24 hours per day, 365 days per year, The
SCADA system and associated leak detection software continually monitor pipeline flow and operating conditions.
Line baiance caiculations are made automatically and system alarms are triggered when imbalances are detected or
measured pressures do not match those projected by software models.

During 2006, Pembina continued its long-term initiative to standardize and upgrade the SCADA systems and leak
detection platforms used to remotely monitor and control the various pipelines. Pembina also continued with
development and testing of the remotely located back-up control centre. This back-up facility now has the capacity
to ensure business continuity for Pembina's operational control systems in the event of disruption at the primary
contro] facility.

Pipeline Environmental Incidents
Environmental incidents are infrequent on Pembina's pipeline systems. In 2006, Pembina operated without a single
pipeline failure, recording only minor environmental incidents at stations and facilities. Although no material spills

or incidents were recorded, Pembina has incurred approximately $7 million in expenditures over the past three years
related to remediation and reclamation of hydrocarbon impacted soils and facilities.
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Pipeline Integrity Management

Pembina employs a comprehensive pipeline integrity management program ("IMP") dedicating a significant portion
of its annual operating budget directly to pipeline integrity management activities. Pembina's IMP includes the
policies, systems, processes, analysis and documentation designed to ensure proactive and transparent management
of its pipeline systems and compliance with applicable standards and regulations.

Pembina's IMP is designed to achieve enhanced safety through the entire pipeline lifecycle. This begins with quality
specifications/standards during pipe manufacturing, selection and application of high quality coatings to protect the
buried pipe, route selection to avoid geologically unstable or high consequence areas, and the use of cathodic
protection systems to electrically protect the pipe from external corrosion. :

Integrity management activities extend into pipeline operations with programs including right-of-way patrels and
public awareness to reduce the likelihood of third party damage, system-specific hazard evaluations and risk
assessments, geotechnical programs to manage slope instability and river crossings, training and qualification
programs for staff and contractors, enhanced emergency response procedures, and the use of specific chemicals to
reduce the likelihood of internal corrosion from impurities and bacteria in the oil.

The cornerstone of Pembina's pipeline integrity program is the use of in-line inspection ("ILI") technology to
measure and record both the distribution and severity of defects in the pipe. Through proactive use of these
sophisticated electronic tools, defects with the potential to compromise pipeline fitness-for-service are identified and
repaired. Projected defect growth rates and/or historical operating knowledge are used to plan re-inspection
intervals. Pembina's re-inspection frequency is typically three to seven years with intervals selected so that
remaining defects are re-assessed and repaired before they have a material effect on pipe integrity.

Pembina has emploved in-line inspection since the early 1970s, progressing to newer high-resolution ILI technology
in the late 1990s. In 2006, 56 lines were inspected, representing approximately 26%% of Pembina's total system
length. Most maintenance activities associated with these inspections were completed in 2006, with some non-
critical projects carrying over into 2007. Approximately 64 lines are scheduled for inspection in 2007.

For those line segments with potential susceptibility to crack failures, Pembina also employs specialized ultrasonic
ILI crack detection technology. Data from these specialized tools is used in conjunction with pipeline pressure data
to design appropriate mitigation/repair programs. Pembina has completed crack detection inspections on the
Western System {Taylor to Prince George), portions of the Peace System (LaGlace to Fox Creek) and on the
AOSPL System. For 2007, Pembina has additional crack detection inspections scheduled for the 12-inch Fox Creek
to Edmonton line, re-runs of the Western System (Prince George to Kamloops line segment) and the two 16-inch
lines from the Swan Hills area to Namao/Edmonton.

In addition to these integrity management programs for pipeline assets, Pembina also has regularly scheduled
inspection and repair programs for the above and below ground storage tanks.

Envirenmental Matters

Operation of Pembina's pipelines and other assets is subject to environmental controls in the form of approvals and
compliance with applicable federal, provincial, and local laws and regulations. Such laws and regulations govern,
among other things, operating and maintenance standards, emissions and waste discharge and disposal.
Management believes that company facilities and operations meet or exceed those requirements.

Pembina has in place a planned inspection program that includes requirements for both internal and external
environmental audits. Regularly scheduled environmental inspections are conducted on a rotating basis on various
facilities each year, and on all major facilities every three years. As with 2005, during 2006 Pembina continued to
spend approximately $3 million on reclamation and environmental matters. Pembina believes this level of
expenditure will continue in the years to come and will adequately address our reclamation and environmental
issues.
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Asset Retirement Obligations

The Fund recognizes the fair value of an asset retirement obligation in the period in which it is incurred, when an
estimate can reasonably be made and current industry practice or regulation requires removal upon the retirement of
the asset. The fair value is recorded as a long-term liability, with a corresponding increase in the carrying amount of
the property, plant and equipment. The passage of time will increase the liability as accretion is charged to period
earnings. Revisions to timing of payments or cost estimates also result in a change to the asset retirement obligation.
Actual costs incurred upon settlement are charged against the asset retirement obligation to the extent of the liability
recorded. Any difference between the actual costs incurred upon settlement and the recorded liability is recognized
as a gain or loss in the Fund's earnings in the period in which the settlement occurs.

No amount has been recorded relating to the removal of underground pipelines or the retirement of the Storage
Facility, as the asset retirement obligations relating to these assets cannot be reasonably estimated due to the
indeterminate timing and scope of the asset retirements. As the timing and scope of the retirement become
determinable for these assets, the fair value of the liability and the cost of retirement will be recorded.

Major Customers

There are approximately 65 shippers (including all major shippers of petroleum products in western Canada) on the
pipeline systems owned and operated by Pembina. The major delivery points include the Enbridge Pipeline system,
the Kinder Morgan Pipeline system, the refineries in the Edmonton area as well as the fractionators near Fort
Saskatchewan, Alberta. Deliveries are also made to Husky Energy Inc.'s refinery in Prince George, British Columbia
and to the pipeline system owned by Kinder Mcrgan Canada Inc. at Kamloops, British Columbia.

Competitive Environment

Competition in the oil and natural gas feeder pipeline industry in western Canada arises in two forms. Unconnected
volumes of product are typically trucked to the most competitive truck unloading facility and there is direct
competition from other pipelines serving the same area. An example of this is the Alliance Pipeline that is a natural
gas gathering and pipeline system carrying liquids-rich natural gas from northeastern British Columbia through
northwestern Alberta to Chicago, Illinois. This pipeline competes for the volumes of ethane plus and other NGLs
carried on the Peace System and/or the Northern System.

Pembina believes that it is well positioned to compete with other alternatives for transportation. In addition,
Pembina has been active in attracting incremental volumes to its pipelines and entering into long term contracts with
shippers and producers.

Industry Regulation and Tariffs

The feeder pipeline industry in Alberta normally operates in an environment of unregulated tariffs, Once a permit to
construct the pipeline is issued by the AEUB, subject to the licensing of operational matters, the pipeline is free to
establish tariffs in a competitive environment. Tariffs are established under contracts of varying terms and
conditions and are also posted by location. Tariffs, where posted, can be generally adjusted to respond to changing
volumes, costs and market circumstances. Contracted tariffs can also be generally adjusted for changes in power
costs, municipal taxes, environmental and safety costs. Producers and shippers have recourse to the AEUB with
respect to pipeline access and tariff rates if they can establish that the pipeline should be deemed a common carrier.
Once deemed a common carrier, the AEUB has the ability to set rates. No major feeder pipeline in Alberta has ever
been declared a common carrier and had its tariff rates set. Producers and shippers can also apply to the AEUB for
review of tariffs if they can establish that the tariffs are not just and reasonable.

Pipeline tariffs for all of Pembina's systems are generally established 1o recover all costs and earn a reasonable rate
of return on the investment in its pipelines. On the AOSPL System, the tariffs are set by a long term contract that
expires in 2035. This contract provides for returns on future invested capital and a recovery of operating costs. The
shippers on the AOSPL System have agreed not to apply to the AEUB for tolls during the term of the agreement,
which expires in 2035. In British Columbia, the tariffs on the NEBC System and the Western System are set by the
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BCUC. The BCUC approves tariffs and regulates on a complaints basis. In June 2001, the BCUC set the tariff for
2000 and 2001 on the Western System after a contested toll hearing. Since that decision, producers and shippers
from northeast British Columbia have negotiated with Pembina to achieve negotiated tolls that will be in place until
July 1, 2007. Pembina and the shippers on the Western System are in discussions regarding tolls after July 1, 2007.
If no agreement is reached, Pembina anticipates that the tariff methodology set by the BCUC in June 2001 after the
contested hearing toll will be applied to determine tolls thereafter. See " — Overview — Conventional Pipelines —
B.C. Pipelines” above. Portions of the Peace System, the Northern System and the NEBC System are Group 11 NEB
regulated pipelines, which means the NEB can review the tariffs if shippers file a formal complaint conceming the
tariffs. There have been no complaints to the NEB on tariffs on these systems. J

Major Contracts
Transportation and Storage

There are a number of service contracts on Pembina's pipeline systems. On the AOSPL System, Pembina has a
contract to ship Syncrude Project production until 2035 and is currently the sole shipper of SCO produced from the
oil sands operations of the Syncrude Project. This arrangement provides for a tariff that recovers all operating costs
and provides for a return on current and future invested capital and is not dependent upon throughputs. This contract
may be extended beyond 2035 if Syncrude's operating permit is extended. Pembina also has a contract in place for
the Cheecham Lateral. This contract generates fixed returns under an extendible 25 year agreement and provides for
full flow-through of operating expenses. In 2001 Pembina negotiated a contract on the Western System for
throughputs on that system. This contract will expire on July 1, 2007 and Pembina is currently involved in
negotiations with shippers regarding tolls after July 1, 2007. See " - Industry Regulation and Tariffs" and " —
Qverview — Conventional Pipelines — B.C. Pipelines" above. Pembina also has contracts-in place for the Storage
Facility described above under "Description of Pembina's Business and Operations — Midstream Business ". The
proposed Horizon Pipeline is also fully contracted over a 25 year term. Sec "General Development of the Fund —
Developments in 2006 — Oil Sands Infrastructure — Horizon Pipeline”. See also "Risk Factors — Risks Inherent in
Pembina's Business — Shipper Contracts”.

Power

Power is a significant component of the cost of operations, constituting approximately 19% of the total operating
expenses for PPC in 2006. In Alberta, as part of Pembina's risk management program, and in order to minimize
exposure to power cost fluctuations and to smooth Pembina's operating results, Pembina has hedged 100% of its
expected Alberta Pipelines power requirement through to 2010. Power costs are not hedged for the B.C. Pipelines
as costs and returns, including the cost of power, are regulated by the government in that province. Pembina also
does not hedge power costs on the AOSPL System as requested by the Syncrude participants, the sole shippers on
that system. .

Pipeline Rights-of-Way and Land Tenure

Pembina’s real property interests fall into two basic categories of ownership: (i) a number of locations, including
many pumping stations and terminal and storage facilities, which are owned in fee simple; and (ii) the majority of
locations which are covered by leases, easements, rights of way, permits or licences from landowners or
governmental authorities permitting the use of such land for the construction and operation of a pipeline. Pembina
believes that the operator of each of its pipeline assets has sufficient title to its property interests to permit the
operation of such assets.

Shipper Relations

Pembina enjoys amicable relationships with its shippers and, in most cases, is able 1o negotiate acceptable terms in
relation to the various shipping arrangements.
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Indemnification and Insurance

Pembina maintains insurance to provide coverage in relation to the ownership and operation of its pipeline assets, as
well as on the Storage Facility and its other midstream assets. Insurance coverage for Pembina's pipeline assets
currently includes: {i) property insurance coverage, providing coverage on the property and equipment that is above-
ground or that facilitates river crossings, with recovery based upon replacement costs, and, where necessary,
business interruption coverage for loss of income arising from specific property damage, and (ii) comprehensive
general liability coverage, providing coverage in actions by third parties. The latter coverage includes Pembina's
sudden and accidental pollution coverage, which specifically insures against certain claims for damage from pipeline
leaks or spills.

Pembina believes that it has procured such insurance coverage as would be maintained by a prudent owner and
operator of the type of assets owned and operated by Pembina. This insurance coverage is subject to limits and
exclusions or limitations on coverage that Pembina considers to be reasonable given the cost of procuring insurance
and current operating conditions. However, there can be no assurance that insurance coverage will be adequate in
any particular situation.

Employees

As at December 31, 2006, Pembina employed 333 personnel in its pipeline operations, of which 235 were engaged
in the performance of field operations and supzrintendence activities, and 98 were engaged in the performance of
facilities engineering, systems, management, finance, administration, human resources, information services, and
safety and environmental service activities. Most employees of Pembina are involved in performance of duties in all
three of Pembina’s business segments. All employees are non-unionized. Pembina's workforce is stable with
limited turnover and employees are financially encouraged to remain in Pembina's employment through options to
purchase Trust Units, long term incentive programs and pension plans, all which vest over time.

WESTERN CANADIAN OIL AND GAS AND PIPELINE INDUSTRY
Western Canada Oil and Gas Industry

Western Canada is the major source of conventional crude oil, SCO, natural gas, bitumen and related products
(including NGLs and condensate) in Canada. Domestic crude oil and natural gas production comes primarily from
Alberta with lesser amounts from British Columbia, Saskatchewan, Manitoba and the Northwest Territories, SCO
comes from the oil sands developments near Fort McMurray, Alberta. Efficient, low cost, and safe transportation by
pipeline from producing fields to refineries, processing plants and domestic and export markets is essential to the
Canadian oil and gas industry.

Supply and Production of Canadian Oil and Gas

Western Canada's hydrocarbon resource base is large and diverse, comprised of conventional light oil, heavy oil,
bitumen in the oil sands of Alberta, natural gas and NGLs. NGLs are extracted from raw natural gas at field plants
so that the residual gas will meet specifications for transportation in natural gas pipelines. Almost 90% of NGLs are
extracted during the processing of natural gas while the remainder is extracted from crude oil at refineries.
Typically, NGLs are extracted as a mix but if’ an additional investment is made in "fractionation” facilities, the
individual components can be separated. Most field plants do not extract ethane but leave it in the natural gas. In
Alberta, ethane which has been left in the natural gas may be extracted at a straddle plant located on a major natural
gas transmission pipeline and then sold as feedstock to the petrochemical industry.

Condensate is produced naturally at the well head when natural gas is brought to the surface at a gas well. Typically
the condensate is separated from the natural ges at the field gas plant. The condensate is then either trucked to a
connection point on a pipeline capable of transporting condensate, or the natural gas plant may be connected directly
to a feeder pipeline by a small pipeline called a pathering system.
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Crude oil, SCO and NGLs produced in Canada are transported to market through extensive gathering and
transportation systems which can be classified as feeder pipeline systems and export pipeline systems.

Demand for Canadian Qil and Gas Products

Demand for Canadian crude oil, condensate and NGLs production is determined by the degree to which such
products can compete on the basis of price, quality and availability in individual market areas in Canada and the
northern and eastern United States. ’

Almost all of the condensate produced in Alberta is used locally as a diluent for heavy oil. Western Canada
produces more crude oil and NGLs than it requires for domestic use and surplus supplies are transported by pipeline,
to markets in other parts of Canada as well as the United States.

While Canadian crude oil, condensate and NGLs producers will face continuing competition in the U.S. market from
U.S. Gulf Coast and Latin American producers, factors, including proximity to U.S. markets and the reliability of
supply through the expanded Canadian domestic and export transportation system, favour Canadian producers.

Feeder Pipeline Systems

Feeder pipeline systems gather petroleum products from producing fields and facilities for transport to regional
centres for storage, fractionation, refining and connection to larger pipelines. From these centres, petroleum
products are further transported by export pipeline systems either to domestic markets in western or eastern Canada
or to markets in the northern United States for end-use, or used as feed stock in refineries or the petrochemical
industry. The major operational centre for the Canadian oil and natural gas industry is the Edmonton — Fort
Saskatchewan area of Alberta, which is both the largest crude oil refining area in western Canada and a major
fractionation area for NGLs. In addition, the Edmonton - Fort Saskatchewan area is the hub of the Alberta feeder
pipeline network and the starting point of the large Canadian export pipelines.

All of Pembina's pipelines are feeder pipeline systems that collectively transport approximately 712,000 bbls/d of
petroleum products. These pipelines transport product from established production fields in their respective service
areas, and the Syncrude Project, into the refining and export pipeline centres at Edmonton and Fort Saskatchewan.
Upon delivery, the products can be used by local refineries and fractionators or may be transported to markets in
western and eastern Canada and the northern U.S. through export pipelines.

Export Liquids Pipeline Systems

The export liquids pipelines originating in the Edmonton and Fort Saskatchewan area are the Kinder Morgan
Pipeline system, the Enbridge Pipeline system and the Cochin Pipeline. Crude oil and refined products delivered to
domestic and export markets on the west coast are transported through the Kinder Morgan Pipeline system. Crude
oil and refined products delivered to eastern Canada and the northern United States are transported through the
Enbridge Pipeline system. NGLs delivered to eastern Canadian and export markets are transported through the
Enbridge Pipeline system and the Cochin Pipeline.

In recent years, there has been an increase in the export pipeline capacity available to transport crude oil and NGLs
from western Canada to markets in eastern Canada and eastern and midwestern United States. Pembina anticipates
that this additional export capacity, together with continued high levels of exploration activity within its service
areas, will maintain the future utilization of its existing feeder pipeline systems.
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DESCRIPTION OF THE FUND AND THE TRUST UNITS
Declaration of Trust

The Fund is an unincorporated, open ended trust established pursuant to the Declaration of Trust and governed by
the laws of Alberta. The following is a summary of certain provisions of the Declaration of Trust. For a complete
description of the Trust Units and the Declaration of Trust, reference should be made to the Declaration of Trust, a
copy of which is available to Unitholders from the Fund and was filed as a "Material document” on March 29, 2005
on the Fund's SEDAR profile at www.sedar.cem. See "Material Contracts”". The following summary reflects the
structure and governance of the Fund following the Management Internalization and the assignment by the Manager
to PPC of all of the Manager's administrative duties with respect to the Fund in connection therewith.

The Trustee

The Declaration of Trust provides that, subject to the terms and conditions of the Declaration of Trust, the Trustee
may, in respect of the trust assets of the Fund, exercise any and all rights, powers and privileges that could be
exercised by a legal and beneficial owner thercof. The Trustee is responsible for, among other things: (i) holding
legal title to the Fund's assets; (ii) maintaining, records and providing reports to Unitholders; (iii) supervising the
activities and managing the investments and affairs of the Fund; (iv) effecting payments of cash distributions from
the Fund to Unitholders; and (v) acting for, voting on behalf of and representing the Fund as a shareholder and
noteholder of PPC.

The Trustee was appointed for an initial term of ten years, expiring in 2009. The Trustee may resign by giving not
less than 60 days' written notice to the Fund and PPC and may be removed by notice in writing by PPC in the event
the Trustee fails to satisfy certain criteria described in the Declaration of Trust. The removal of a Trustee shall not
become effective until approved by a Extraordinary Resolution at a meeting of the Unitholders called for that
purpose and a successor Trustee is appointed by a majority of Unitholders at such meeting. 1f no successor Trustee
is appointed by Unitholders, the Trustee, PPC or any Unitholder may apply to a court of competent jurisdiction for
the appointment of a successor Trustee.

The Declaration of Trust provides that the Trustee shall act honestly and in good faith with a view to the best
interests of the Fund and in connection therewith shall exercise the degree of care, diligence and skill that a
reasonably prudent person would exercise in ccmparable circumstances. The Declaration of Trust provides that the
Trustee, and each of its directors, officers, employees and agents, shall be entitled to indemnification from the Fund
in respect of the performance of its duties under the Declaration of Trust in the absence of gross negligence, wilful
default or fraud on the part of the Trustee or its directors, officers, employees and agents. The Declaration of Trust
states that the duties and standard of care of the Trustee provided in the Declaration of Trust are intended to be
similar to, and not greater than, those imposed cn a director of a corporation governed by the ABCA.,

Delegation by the Trustee to PPC

Except as prohibited by law, the Trustee may delegate any of its powers and duties to other persons. Under the
Declaration Trust, the Trustee has delegated the supervision of the day-to-day business and affairs of the Fund to the
PPC Directors. As a result of the Management Internalization and the related delegation of the Administration
Agreement, PPC has also been delegated, subject to the supervision of the Trustee, the administration of the general
and administrative affairs of the Fund, and in particular, among other things, the responsibility for all matters
relating to the issuance of Trust Units or other szcurities of the Fund, ensuring the Fund complies with its continuous
disclosure obligations, calling and preparing materials for Unitholder meetings and recommending the amounts of
distributions to Unitholders. The Trustee has no liability for any actions of PPC with respect to the matters delegated
to, and in relying upon PPC, the Trustee is deemed to have satisfied its standard of care set forth above. In
exercising its powers and discharging its duties, PPC is to exercise the degree of care, diligence and skill that a
reasonably prudent administrator would exercisz in comparable circumstances. See "Directors and Officers".
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Trust Units and Other Securities of the Fund

An unlimited number of Trust Units may be issued pursuant to the Declaration of Trust. Each Trust Unit is
transferable and represents an equal undivided beneficial interest in any distribution from the Fund whether of net
income, net realized capital gains or other amounts, and in any net assets of the Fund in the event of termination or
winding-up of the Fund. All Trust Units shall rank among themselves equally and rateably without discrimination,
preference or priority. Trust Units are not subject to future calls or assessments except that future offerings of Trust
Units may be issuable for consideration payable in instalments in which case the Fund may take security over any
such Trust Units. Each Trust Unit entitles the holder thereof to one vote an a poll vote for each whole Trust Unit
held at all meetings of Unitholders. Except as set out under " — Redemption Right” below, the Trust Units have no
conversion, retraction, redemption or pre-emptive rights.

The Declaration of Trust provides that Trust Units, and rights, warrants or other securities to purchase, convert into
or exchange into Trust Units, may be issued at the times, to the persons, for the consideration and on the terms and
conditions that the Trustee determines. The Trustee has delegated responsibility for these matters to PPC. Trust
Units may be issued in satisfaction of any non-cash distribution of the Fund to Unitholders on a pro rata basis. The
Declaration of Trust also provides that immediately after any pro rata distribution of Trust Units to Unitholders in
satisfaction of any non-cash distribution, the number of outstanding Trust Units will be consolidated such that each
Unitholder will hold after the consolidation the same number of Trust Units as the Unitholder held before the non-
cash distribution.

See "Risk Factors — Risks Relating to the Fund’s Structure and Securities™.
Investments of the Fund

The Fund is restricted to investing in any securities or property comprising or relating to pipeline or other energy
facilities and the operations of businesses relating thereto, or taking any other action or making any investment
which would not prevent the Trust Units from qualifying as units of a "unit trust” or a "mutual fund trust” under the
Tax Act or would not result in the Trust Units being disqualified for investments under Exempt Plans or being
"foreign property” under the Tax Act.

Cash Distributions

The amount of cash distributions to the Unitholders annuatly shall be equal to the interest and repayments of
principal on the PPC Notes accruing to the Fund and dividends and repayments of capital on the PPC Shares or
other securities received by the Fund in the year, less administrative expenses of the Fund and amounts which may
be paid by the Fund in connection with any cash redemptions of Trust Units. Any income of the Fund which is
applied to any cash redemptions of Trust Units or is otherwise unavailable for cash distribution will be distributed to
Unitholders in the form of additional Trust Units. Such additional Trust Units will be issued pursuant to exemptions -
under applicable securities laws, discretionary exemptions granted by applicable securities regulatory authorities or
a prospectus or similar filing.

The Fund intends to make monthly cash distributions to Unitholders based upon anticipated interest income of the
Fund on the PPC Notes, less estimated amounts required for the payment of expenses and assuming there are no
cash redemptions of Trust Units. The Fund will also include in its monthly distributions cash dividends, repayments
of principal on the PPC Notes and repayments of capital on the PPC Shares, if any, received from PPC. Each
Unitholder's share of the cash distributions is his or her proportionate share based on the number of Trust Units held
by such Unitholders as compared to the total outstanding Trust Units. Monthly distributions are due and payable to
Unitholders of record on each Record Date (currently the last day of each month) and are to be paid on or about the
15th day of the following month without interest or penalty.

Redemption Right

Trust Units are redeemable at any time at the option of the holders thereof. As the Trust Units are issued in "book
entry only” form, a Unitholder who wishes to exercise the redemption right is required to obtain a redemption notice
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from his or her investment dealer who is required to deliver the completed redemption notice form to the Fund.
Upon receipt of the redemption request by the Fund, all rights of the holder with respect to the Trust Units tendered
for redemption shall cease and the holder thereof shall only be entitled to receive a price per Trust Unit ("Cash
Redemption Price”") equal to the lesser of: (i) 95% of the "market price” of the Trust Units on the principal market
on which the Trust Units are quoted for trading during the ten trading day period commencing immediately after the
date on which the Trust Units were surrendered for redemption (the "Redemption Date™); and (ii) the "closing
market price” on the principal market on which the Trust Units are quoted for trading on the Redemption Date.

For the purposes of this calculation, "market price” will be an amount equal to the weighted average trading price of
the Trust Units for each of the trading days on which there was a closing price; provided that if the applicable
exchange or market cannot provide a weighted average trading price but only provides the highest and lowest prices
of the Trust Units traded on a particular day, the "market price” shall be an amount equal to the simple average of
the average of the highest and lowest prices for each of the trading days on which there was a trade; and provided
further that if there was trading on the applicable exchange or market for fewer than five of the ten trading days, the
"market price” shall be the simple average of th: following prices established for each of the ten trading days: (i) the
average of the bid and ask prices of the Trust Units for each day on which there was no trading; (ii) the weighted
average trading price of the Trust Units for each day that there was trading if the exchange or market provides a
weighted average trading price; and (iii) the average of the highest and lowest prices of the Trust Units for each day
that there was trading, if the market provides only the highest and lowest prices of Trust Units traded on a particular
day. The "closing market price” shall be: (i) an amount equal to the closing price of the Trust Units if there was a
trade on the date; (ii) an amount equal to the average of the highest and lowest prices of Trust Units if there was
trading and the exchange or other market provides only the highest and lowest prices of Trust Units traded on a
particular day; or (iii) the average of the last bid and last ask prices of the Trust Units if there was no trading on the
date.

The aggregate Cash Redemption Price payable by the Fund in respect of any Trust Units surrendered for redemption
during any calendar month shall be satisfied by way of a cash payment on the last day of the following month,
provided that the entitlement of Unitholders to receive cash upon the redemption of their Trust Units is subject to the
limitations that: (i) the total amount payable by the Fund in respect of such Trust Units and all other Trust Units
tendered for redemption in the same calendar month shall not exceed $250,000 (provided that such limitation may
be waived at the discretion of PPC); (ii) at the time such Trust Units are tendered for redemption, the outstanding
Trust Units shall be listed for trading on the TSX or traded or quoted on any other stock exchange or market which
PPC considers, in its sole discretion, provides representative fair market value prices for the Trust Units; and (iii) the
normal trading of Trust Units is not suspended or halted on any stock exchange on which the Trust Units are listed
(or, if not listed on a stock exchange, on any market on which the Trust Units are quoted for trading) on the
Redemption Date or for more than five trading days during the ten day trading period commencing immediately
after the Redemption Date. See "Risk Factors — Risks Relating to the Fund's Structure and Securities — Market
Value of Trust Units and other Fund Securities”.

If a Unitholder is not entitled to receive cash upon the redemption of Trust Units as a result of the foregoing
limitations, then the redemption price for such Trust Units shall be the fair market value thereof as determined by
PPC taking into account any taxes payable by the Fund arising from such redemption. The redemption price shall,
subject to any applicable regulatory approvals, be paid and satisfied by way of distribution in specie of a pro rata
number of PPC Shares, PPC Notes {in integral multiples of $100) and other securities in additional businesses, if
any, acquired by the Fund and from time to time outstanding. No fractional PPC Shares, PPC Notes or securities of
other businesses, if any, will be distributed and. where the number of PPC Shares, PPC Notes or securities of other
businesses, if any, to be received by a Unitholder includes a fraction, such number shall be rounded to the next
lowest whole number. The Fund shall be entitled to all interest paid or accrued and unpaid on the PPC Notes or
other debt securities held by the Fund, if any, to all dividends declared and paid or declared payable on the PPC
Shares or other shares held by the Fund, if any, on or before the date of the distribution in specie.

It is anticipated that the redemption right described above will not be the primary mechanism for Unitholders to
dispose of their Trust Units. The PPC Shares and PPC Notes which may be distributed in specie to Unitholders in
connection with a redemption will not be listed on any stock exchange, no market is expected to develop in such
securities and such securities may be subject to resale restrictions under applicable securities laws. Such securities
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will not be qualified investments for trusts governed by an Exempt Plan. See "Risk Factors — Risks Relating to the
Fund's Structure and Securities — Investment Eligibility and Tax Issues”.

Meetings of Unitholders

The Declaration of Trust provides that annual meetings of Unitholders must be held on or before June 30 of each
year, at which Unitholders shall appoint the PPC Directors and the auditors of the Fund and PPC. The Declaration
of Trust provides that Unitholders may pass resolutions that bind the Trustee or the Fund with respect to: (i) the
appointment or removal of a Trustee; (ii) the appointiment or removai of auditors of the Fund; (iii) the election of the
PPC Directors; (iv) the approval of amendments to the Declaration of Trust (except as described under " —
Amendments to the Declaration of Trust” below); (v) the appointment of an inspector to investigate the performance
of the Trustee or PPC regarding the Fund; (vi) the sale of ali or substantially all of the assets of the Fund (other than
as part of an internal reorganization); (vii} the termination of the Fund; (viii} amendments to or renewals of the
Administration Agreement; and (ix) matters which require securityholder approval pursuant to securities laws or
stock exchange rules applicable to the Fund. The resolutions in items (iv), (vi) and {vii) must be passed by
Extraordinary Resolution while the other items require the approval of a majority of votes cast at a meeting of
Unitholders. Additionally, the matters described below under " — Exercise of Voting Rights Attached to PPC
Shares” below must be passed by an Extraordinary Resolution of Unitholders.

A special meeting of Unitholders may be called at any time by the Trustee and must be convened if requisitioned by
the holders of not less than 5% of the Trust Units then outstanding (not including Trust Units beneficially owned by
PPC) by a written requisition. A requisition must state in reasonable detail the business proposed to be transacted at
such meeting,

Unitholders may attend and vote at all meetings of the Unitholders either in person or by proxy and a proxyholder
need not be a Unitholder. Two or more individuals present in person either holding personally or representing by
proxy in the aggregate at least 10% of the outstanding Trust Units shall constitute a quorum for the transaction of
business at all such meetings.

The Declaration of Trust contains provisions as to the notice required and other procedures with respect to the

. calling and holding of meetings of Unitholders.

Exercise of Voting Rights Attached to PPC Shares

The Declaration of Trust provides that the Trustee shall not authorize, either by agreement or by voting its PPC
Shares:

() any amendment to the articles of PPC to add or change any restriction on the business of PPC or change the
authorized share capital or amend the rights, privileges, restrictions and conditions attaching to any class of
shares of PPC;

(i1) any sale, lease or exchange of all or substantially all of the property and undertaking of PPC except in the

ordinary course of business of PPC or as part of an internal recrganization of that corporation and any one
or more of its wholly-owned subsidiaries;

(iii} any matter which, under the ABCA or such other legislation as may at the relevant time govern PPC,
requires the sanction of a special resolution of the shareholders of PPC;

(iv) any amalgamation or other merger of PPC with any other corporation, except one or more direct or indirect
wholly-owned subsidiaries of PPC; or

(v) any amendment to the Declaration of Trust (other than as described below under " — Amendments to
Declaration of Trust") or the Governance Agreement,
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without the authorization of the Unitholders by Extraordinary Resolution at a meeting of Unitholders called for that
purpose.

Limitation on Non-Resident Ownership

Generally speaking, in order for the Fund to maintain its status as a mutual fund trust under the Tax Act, the Fund
must not be established or maintained primarily for the benefit of non-residents of Canada ("non-residents") within
the meaning of the Tax Act. Accordingly, the Deeclaration of Trust provides that at no time may non-residents be the
beneficial owners of a majority of the Trust Units. If the Fund's transfer agent or the Trustee becomes aware that the
beneficial owners of 49% of the Trust Units then outstanding are or may be non-residents or that such a situation is
imminent, the Fund's transfer agent or Trustee may make a public announcement thereof and the Fund's transfer
agent shall not accept a subscription for Trust tUnits from, or issue or register a transfer of Trust Units to, a person
unless the person provides a declaration satisfactory to the Trustee that the beneficial owner is not a non-resident. If,
notwithstanding the foregoing, the Fund's transfer agent or the Trustee determines that a majority of the Trust Units
are held by non-residents, the Fund's transfer agent may, or the Trustee may cause the Fund's transfer agent to, send
a notice to non-resident Unitholders, chosen in inverse order to the order of acquisition or registration or in such
other manner as the Fund's transfer agent or the Trustee may consider equitable and practicable, requiring them to
sell their Trust Units or a portion thereof to a Canadian resident within a specified period of not less than 60 days. If
the Unitholders receiving such notice have not sold the specified number of Trust Units or provided the Fund's
transfer agent with satisfactory evidence that the beneficial owners are not non-resident within such period, the
Fund's transfer agent may on behalf of such Unitholders sell such Trust Units and, in the interim, shall suspend the
voting and distribution rights attached to such Trust Units. Upon such sale, the affected holders shall cease to be
holders of Trust Units and their rights shall be limited to receiving the net proceeds of such sale upon surrender of
the certificates representing such Trust Units. Pursuant to the Administration Agreement, the Trustee has delegated
the monitoring of the status of the Trust Units as eligible investments for Exempt Plans to PPC.

Amendments to the Declaration of Trust

The Declaration of Trust may be amended from time to time by Extraordinary Resolution. The Trustee may,
without the approval of the Unitholders, authorize certain amendments to the Declaration of Trust, including
amendments:

(i) for the purpose of ensuring continuing compliance with the applicable laws, regulations, requirements or
policies of any governmental authority having jurisdiction over the Trustee or the Fund;

(ii) which, in the opinion of the Trustee, provides additional protection for the Unitholders;

(iii) not inconsistent with the Declaration of Trust, including the correction or rectification of any ambiguities,
defective or inconsistent provisions, errors, mistakes or omissions that are, in the opinion of the Trustee,
necessary or desirable and not materially prejudicial to the rights of Unitholders; or

{iv) which, in the opinion of the Trustee, are necessary or desirable in the interests of the Unitholders as a result
of changes in taxation law.

Termination of the Fund

The Fund has been established for a term ending 21 years after the date of the death of the last surviving issue of Her
Majesty, Queen Elizabeth II, alive on Septernber 4, 1997. The Declaration of Trust requires the Trustee to
commence to wind-up the affairs of the Fund not more than two years prior to the end of the term of the Fund. In
addition, at any time prior to the expiry of the term of the Fund, the Unitholders may pass an Extraordinary
Resolution to terminate the Fund at any meeting of Unitholders called for such purpose, following which the Trustee
is obligated to commence to wind-up the affairs of the Fund.
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Take-over Bids

The Declaration of Trust contains provisions to the effect that if a take-over bid is made for Trust Units and not less
than 90% of the Trust Units (other than Trust Units held at the date of the take-over bid by or on behalf of the
offeror or associates or affiliates of the offeror) are taken up and paid for by the offeror, the offeror will be entitled
to acquire the Trust Units held by Unitholders who did not accept the offer on the terms offered by the offeror.

Reporting to Unitholders

The Fund will furnish to the Unitholders such financial statements {including quarterly and annual financial
statements) and other reports as are from time to time required by applicable law, including prescribed forms needed
for the completion of Unitholders' tax returns under the Tax Act and equivalent provincial legislation. PPC has
undertaken to provide the Fund with: (i) a report of any material change that occurs in its affairs in form and content
that it would file with applicable regulatory authorities if it were a reporting issuer, and {ii) all financial statements
that it would be required to file with applicable regulatory authorities if it were a reporting issuer under applicable
securities laws, All such reports and statements will be provided to the Fund in a timely manner so as to permit the
Fund to comply with the continuous disclosure requirements relating to reports of material changes in its affairs and
the delivery of financial statements as required under applicable securities laws. Prior to each meeting of
Unitholders, the Fund will provide the Unitholders with information similar to that required to be provided to
shareholders of an ABCA company along with notice of such meeting.

Preminm Distribution, Distribution Reinvestment and Optional Unit Purchase Plan

The Fund has instituted a Premium Distribution, Distribution Reinvestment and Optional Unit Purchase Plan (the
"Plan"), which provides Unitholders of the Fund the opportunity to either receive a cash payment equal to 102% of
the cash distribution otherwise payable by Pembina or accumulate additional Trust Units at a 5% discount to an
average market price. Participants may also purchase additional Trust Units by investing additional sums within the
limits and subject to the terms of this Plan. The Plan provides an efficient way for the Fund to issue additional
equity to existing Unitholders. Pembina will determine, for each distribution payment date, the amount of new
equity or premium cash payments, if any, that will be made available under the Plan on that date. For additional
information, see "Investor Relations - DRIP" on the Fund's website at www.pembina.com.

Convertible Debentures

On December 4, 2001, the Fund issued $87.5 million of 7.5% convertible unsecured subordinated debentures
maturing on June 30, 2007. These debentures may be converted at the option of the holder at a conversion price of
$10.50 per Trust Unit at any time prior to maturity and may be redeemed by the Fund after June 30, 2005. The Fund
may, at its option, elect to redeem the debentures by issuing Trust Units. The Fund can elect to pay interest on the
debentures by issuing Trust Units. As at December 31, 2006, $15.6 million principal amount of these debentures
were outstanding.

On June 19, 2003, the Fund issued $220.0 million of 7.35% convertible unsecured subordinated debentures maturing
on December 31, 2010. These debentures may be converted at the option of the holder at a conversion price of
$12.50 per Trust Unit at any time prior to maturity and may be redeemed by the Fund afier June 30, 2006. The Fund
may, at its option, elect to redeem the debentures by issuing Trust Units. The Fund can elect to pay interest on the
debentures by issuing Trust Units. As at December 31, 2006, $64.4 million principal amount of these debentures
were outstanding.

Payments of interest and, as required, repayment of principal on the Convertible Debentures rank in priority to the
payment of cash distributions by the Fund to Unitholders. For additional information regarding the Convertible
Debentures, see Note 8 to the Fund's audited consolidated financial statements for the year ended December 31,
2006.
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Credit Ratings
Dominion Bond Rating Service Limited

The Fund has been assigned an STA-2 (low) stability rating from Dominion Bond Rating Service Limited
("DBRS") that DBRS reconfirmed in December 2006. In December 2006, DBRS confirmed its ratings of "BBB
high" on Pembina's senior secured debt and "BEB” on Pembina's senior unsecured debt.

DBRS's stability ratings consider seven main factors: operating and industry characteristics, asset quality, financial
flexibility, diversification, size and market position, sponsorship/governance, and growth. Stability ratings provided
an indication of both the stability and sustainability of distributions per unit of the Fund, in a scale ranging from
STA-1 to STA-7, with STA-1 representing the highest rating possible, and STA-7 the lowest. Each rating category
is refined into further subcategories of high, middle, and low, providing a total of 21 possible rating categories.
Income funds rated at STA-2 are considered to have very good distributions per unit stability and sustainability.

Standard & Poor's

The Fund was assigned an SR-2 stability rating from Standard and Poor's ("S&P") on January 15, 2007. S&P
confirmed its "BBB" long-term corporate credit rating on PPC and "BBB plus” senior debt rating and "BBB" senior
unsecured debt rating in August 2006, all with a stable outlook, S&P categorized the Convertible Debentures as debt
for rating purposes.

According to the S&P rating system, debt securities rated BBB exhibit adequate protection parameters. However
adverse economic conditions or changing circumstances are more likely to lead to a weakened capacity of the
obligor to meet its financial commitment on such obligations than on obligations in the 15 higher rating categories.
The ratings from AA to B may be modified by the addition of a plus (+} or minus (-) sign to show relative standing
within the major rating categories,

S&P stability ratings provide an indication of both the stability and sustainability of distributable cash flow of the
Fund, in a scale ranging from SR-l to SR-7, with SR-1 representing the highest rating possible, and SR-7
representing the lowest rating possible. Income trusts rated at SR-2 are considered to have very good distributable
cash flow stability and sustainability.

The ratings on PPC reflect S&P's Ratings Services' consolidated assessment of the credit profile of both PPC and the
Fund. S&P views PPC and the Fund as co-dependent, and the credit risk profiles are further linked by the existence
of material intercorporate transactions. The ratings on PPC, therefore, reflect the consolidated business and
financial risk of the Fund as a whole.

These security ratings are not recommendations to buy, sell or hold those securities and may be subject to
revision or withdrawal at any time by DBRS or S&P.
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DESCRIPTION OF PPC AND OTHER OPERATING SUBSIDIARIES
Pembina Pipeline Corporation
Share Capital of PPC

The authorized capital of PPC consists of an unlimited number of common shares. The Fund owns all of the issued
and outstanding common shares of PFC. Each common share entitles its holder to receive notice of and to attend all
meetings of shareholders of PPC and to one vote at such meetings, subject to the Fund’s right to vote 100% of the
PPC Shares at any time it owns at least 25% of such shares. See "Directors and Officers —Governance Agreement”.
The holders of the common shares are, at the discretion of the PPC Directors and subject to applicable legal
restrictions, entitled to receive any dividends declared by the PPC Directors on the shares.

PPC Notes Issued to the Fund

PPC has issued certain unsecured, subordinated PPC Notes to the Fund at various interest rates, with interest on each
payable monthly on each Record Date. PPC may defer, for a period of up to 12 months, payment of interest on the
PPC Notes to the extent that its earnings before interest, taxes, depreciation and amortization are inadequate to pay
the interest on the PPC Notes. The PPC Notes mature in 2027.

On or about October 24, 2017, and from time to time thereafter, the holder of the PPC Notes (currently being only
the Fund), together with the PPC Directors, will review PPC's facilities and pipeline operations, the economic
conditions relating to the pipeline industry and the business prospects of PPC. If this review, in the opinion of the
holders of the PPC Notes and the PPC Directors, indicates that it is unlikely that the indebtedness of PPC evidenced
by the PPC Notes could be refinanced on the same terms and conditions upon maturity of the PPC Notes, then PPC
will commence principal repayments on the PPC Notes such that the PPC Notes will be fully repaid upon maturity.
In that event, PPC's available cash wiil be utilized to the extent required to fund such repayments in lieu of
dividends on the PPC Shares.

The PPC Notes are unsecured debt obligations of PPC, are subordinate in right of payment to all secured debt of
PPC and are also subordinate to all other debt of PPC that is unsecured but not expressiy subordinated to the PPC
Notes. As a result, interest and principal payments from PPC to the Fund on the PPC Notes (and, as a result,
distributions from the Fund to Unitholders) are subordinate to and rank behind in priority to payments to
third party lenders to PPC. See "Risk Factors — Risks Relating to the Fund's Structure and Securities — Debt
Service” and "Risk Factors — Risks Relating to the Fund's Structure and Securities — Financial Leverage and Prior
Ranking Indebtedness”.

The following items constitute an event of default under the PPC Notes: (i) default in payment of the principal of the
PPC Notes when due; (ii) the failure to pay the interest obligations of the PPC Notes when due, subject to the
deferral of interest referred to above; (iii) default on any senior indebtedness for borrowed money; (iv) certain events
of winding-up, liquidation, bankruptcy, insolvency, receivership, general assignment for the benefit of creditors, or
proceedings with respect to a compromise or arrangement under the Companies’ Creditors Arrangement Act
{Canada); (v) the taking of possession by an encumbrancer of all or substantially all of the property of PPC; (vi)
ceasing to carry on in the ordinary course the business of PPC; (vii) default in performing any material lease, licence
or other agreement whereby any material property or rights of PPC may be forfeited or terminated; and (viii) default
in the observance or performance of any other covenant or condition of the PPC Notes and the continuance of such
default for a period of 30 days after notice in writing has been given by the holder to PPC specifying such default
and requiring PPC to rectify the same. -

PPC's Credit Facilities and Senior Notes
PPC has available to it credit facilities with a syndicate of Canadian chartered banks. As of December 31, 2006, PPC
had unsecured credit facilities in the aggregate amount of $260 million consisting of a $230 million revolving credit

facility and a $30 million unsecured operating line of credit, of which approximately $10.7 million was drawn.
PPC’s revolving credit facility currently has a term expiring July 24, 2011 with no repayments due over the term.
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Additionally, as of December 31, 2006, PPC had outstanding $92.7 million of the $100 million principal amount of
Secured Senior Notes originally issued in July 2002, $175 million of Unsecured Senior Notes originally issued in
June 2004, $75 million Floating Rate Senior Notes originally issued in June 2004 and $200 million of Series C
Senior Notes originally issued in September 2006.  Payments with respect to the credit facilities and the Senior
Notes rank in priority to payments made from PPC to the Fund, and, as a result, distributions from the Fund to
Unitholders and payments of interest and, as required, repayment of principal by the Fund on the Convertible
Debentures. The terms for both of the credit facilities and the Senior Notes are summarized in the Fund's
management's discussion and analysis for the year ended December 31, 2006 and in Note 7 to the audited
consolidated financial statements of the Fund for the year ended December 31, 2006. See "Risk Factors — Risks
Relating to the Fund's Structure and Securities -- Debt Service”.

Capital Expenditures

PPC may approve and fund capital expenditures, however, all capital expenditures in excess of $20 million for a
specific project must be approved by the PPC Directors. Maintenance capital expenditures are generally funded
from available cash while ongoing pipeline development, material expansions and acquisitions of pipelines or other
assets, including new connections to the systern or for the provision of additional system storage capacity, will be
funded primarily by borrowing by PPC or issuance of additional Trust Units or other securities by the Fund. See
"Risk Factors — Risks Relating to the Fund's Structure and Securities — Additional Financing and Capital
Resources”.

Distribution Policy of PPC

PPC pays interest on {(and in certain circumstances, repays principal of) the PPC Notes and distributes all of its
remaining available net cash flow from its operations to the Fund, subject to applicable law and to PPC retaining
appropriate working capital reserves, satisfying its financing covenants, making loan payments and, if applicable,
establishing reclamation and maintenance capital expenditure reserves. At the end of each month, the PPC Directors
determine whether PPC has sufficient cash to declare a dividend for that month, to return capital on the PPC Shares
or to repay principal on the PPC Notes and, if so, what the amount of any such payment will be. The decision of
what amount, if any, to declare as a dividend, to repay as principal or to return as capital is based on the prevailing
circumstances at the relevant time, including both current and anticipated operating cash flow, debt service costs and
capital expenditure and working capital requirsments. The distribution policy represents the present intention of
PPC and is not legally binding upon the PPC Directors.

Other Operating Subsidiaries

Pembina's interests in its pipeline systems and other assets are held in several partnerships and limited partnerships,
all of which are, directly or indirectly, wholly-owned by the Fund and PPC. See "Structure of the Fund — Structure”.
The cash generated from the operations of such entities is paid to PPC through partnership distributions and other
payments, for subsequent payment (following the determination of the PPC Directors as to the payment amounts, as
described above) by PPC to the Fund and the Fund to Unitholders.
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RISK FACTORS

The following information is a summary only of certain risk factors relating to Pembina or an investment in
securities of the Fund or its subsidiaries and is qualified in its entirety by reference to, and must be read in
conjunction with, the detailed information appearing elsewhere in this Annual Information Form.

Risks Relating to the Fund's Structure and Securities
Proposed Taxation of income Trusts

As described above under "General Development of the Fund — Developments in 2006 — Other Matters —
Federal Government Pronouncements on Income Trusts", on October 31, 2006 the Canadian federal government
announced the Income Trust Tax Proposals to generally tax such income trusts at the same tax rate as Canadian
corporations, and draft legislation to implement these proposals was released in December 2006. On March 19,
2007 the Government released the 2007 Federal budget. The budget did not include any revised draft legislation
related to the Income Trust Tax Proposals, however, the budget did include a statement confirming the
Government's intention 1o proceed with these proposals, as modified to take into account consultations and
deliberations. At this time, the draft legislation to give effect to the Income Trust Tax Proposals has not yet been
introduced into the Canadian House of Commons and therefore has not been approved or declared in force by the
Canadian government. Accordingly, Pembina is unable to determine the timing of when the proposed legislation
could be passed in the Canadian Parliament, if at all, and it is uncertain as to what form, if any, changes in Canadian
income tax laws will take as a result of such proposal. [f implemented in their current or an alternative form, the
[ncome Trust Tax Proposals could have a significant effect on the Fund and Unitholders, including, among other
things:

. the Fund may be required to pay taxes, or higher amounts of taxes, in the future or in years earlier
than it would under existing tax laws, which could decrease the amount of cash distributions
available to Unitholders;

. the ongoing structure of the Fund and its subsidiaries is uncertain, including whether the Fund and
its subsidiaries will continue to operate under the income trust model or convert to another model,
including a corporate form, as are the tax implications to the Fund, its subsidiaries and its
Unitholders as a result of any change on the Fund's structure;

. the ability of the Fund to pay monthly cash distributions and the amount of such distributions
could be adversely affected;

. future income tax liability in the Fund's consolidated financial statements may increase to reflect
temporary timing differences between the accounting and tax bases of the Fund's assets and
liabilities, which Pembina understands would likely be reflected as a non-cash charge to the Fund's
consolidated statement of income, although at this time any potential increase is unlikely to be
material;

. although at the current time, Pembina does not expect the proposed tax on income trusts to impact
Pembina's debt covenants which reference "EBITDA" (as it is measured before taxes), the
proposed tax may nonetheless impact other of Pembina's debt covenants and reduce Pembina's
borrowing capacity in that regard;

. the Fund's ability to raise capital may be restricted due to the market's reaction to the proposed tax,
the related changes to the Fund's accounting, and the ongoing uncertainty concerning the Fund's

future structure and business strategy;

. the trading price and liquidity of the Trust Units may be adversely affected; and
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. certain Unitholders (including most particularly Unitholders that are tax-deferred or non-residents
of Canada) may suffer adverse tax consequences.

Furthermore, the "normal growth” safe harbour guidance announced by the Department of Finance on December 15,
2006 are administrative in nature and are not law and therefore can be revised without an Act of the Canadian
Parliament. See "General Development of the Fund — Developments in 2006 — Other Matters — Federal Government
Pronouncements on Income Trusts”. Therefore, no assurance can be provided that such safe harbour provisions will
remain in effect in the current form or that the Fund will not be subject to the proposed tax on income trusts (if any)
prior to 201 1. '

Limited Purpose Trust and Reliance on Pembina's Operations

The Fund is a limited purpose trust which is entirely dependent upon the operations and assets of PPC and its other
operating subsidiaries through the Fund's ownership of the securities of, and debt instruments issued by, those
subsidiaries. PPC's income is received from its pipeline and other energy infrastructure businesses and is susceptible
to the risks and uncertainties associated with those industries, as well as the oil and gas industry which Pembina's
operations serve. If the net cash flow generated by Pembina's businesses and operations declines, the ability of
Pembina to continue to generate cash flow for distribution by the Fund to Unitholders may be adversely affected.
See " — Risks Inherent in Pembina's Business” below.

Variability of Cash Distributions

Distributions by the Fund to Unitholders may fluctuate and there can be no assurance regarding the amounts thereof.
The actual amount of the cash distributions will depend upon the underlying operations and business of the Fund's
operating subsidiaries, including operating cash flow, general and administrative costs, debt service costs, taxes,
capital expenditures, reclamation reserves, if anv, and working capital requirements. Future cash flows generated by
additional assets acquired by Pembina may nct be similar to those generated by its existing assets and may not
generate sufficient cash flows to allow the Fund to maintain consistent distributions to Unitholders over an extended
period of time. Payments by Pembina’s customers to Pembina, or from the Fund's operating subsidiaries to the Fund,
may be delayed or reduced by restrictions imposed by lenders, disruptions in service or oilfield operations, or the
ability of PPC to delay interest payments on the PPC Notes for up to twelve months in certain circumstances. Such
factors may inhibit the Fund's ability to make monthly cash distributions to Unitholders.

Dependence Upon the Operations of PPC and Other Subsidiaries

The Fund is, at present, entirely dependent upon the operations and assets of PPC, and the Fund's other indirect
wholly-owned operating subsidiaries, through the Fund's ownership of the PPC Shares and of the PPC Notes.
Accordingly, the ability to make distributions to the holders of Trust Units and to pay obligations under the
Convertible Debentures, including interest and principal, will be dependent upon the ability of PPC to pay interest
on or principal of the PPC Notes (or other debt instruments issued by PPC or other operating subsidiaries to the
Fund), and to declare and pay dividends or repay capital in respect of the PPC Shares. Such payments on the PPC
Notes, and any other debt instruments issued by PPC or other operating subsidiaries to the Fund, are subordinated to
the obligations under PPC's credit facilities and the Senior Notes. See "Description of PPC and Other Operating
Subsidiaries — Pembina Pipeline Corporation - PPC Notes Issued to the Fund".

Additional Financing and Capital Resources

The timing and amount of capital expenditures of Pembina directly affects the amount of cash distributions that are
paid by the Fund to Unitholders. Future acquisitions, expansions of Pembina's pipeline systems and midstream
operations and other capital expenditures will b2 financed from sources such as cash generated from operations, the
issuance of additional Trust Units or other securities of the Fund, and borrowings. Distributions may be reduced, or
even eliminated, at times when significant capital or other expenditures are made. There can be no assurance that
sufficient capital will be available on terms acceptable to Pembina, or at all, to make additional investments, fund
future expansions or make other required capital expenditures. To the extent that external sources of capital,
including the issuance of additional Trust Units or other securities or the availability of additional credit facilities,
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becomes limited or unavailable, the ability of Pembina to make the necessary capital investments to maintain or
expand its operations and to invest in assets, as the case may be, will be impaired. To the extent Pembina is required
to use cash flow to finance capital expenditures or acquisitions, the level of cash distributions to Unitholders of the
Fund may be reduced.

Debt Service

PPC and the Fund's other subsidiaries are permitted to borrow funds to finance the purchase of pipeline and other
energy infrastructure assets, to fund capital expenditures and other financial obligations or expenditures in respect of
those assets and for working capital purposes. Amounts paid in respect of interest and principal on debt incurred in
respect of those assets reduce the amount of cash paid, directly or indirectly, by PPC and the Fund's other operating
subsidiaries to the Fund. See "Description of PPC and Other Operating Subsidiaries — Pembina Pipeline Corporation
— PPC's Credit Facilities and Senior Notes", Variations in interest rates and scheduled principal repayments, if
required under the terms of the credit facilities or Senior Notes, could result in significant changes in the amount
required to be applied to debt service before payments of cash by PPC or other operating subsidiaries to the Fund,
both of which could have detrimental effects on the amount of cash distributions paid by the Fund to Unitholders.
Certain covenants contained in the agreements with PPC’s lenders and Senior Noteholders may also limit such
paymenis to the Fund. Although Pembina believes the existing credit facilities are sufficient for its immediate
requirements, there can be no assurance that the amount will be adequate for the future financial obligations of
Pembina or that additional funds will be able to be obtained.

The holders of the Secured Senior Notes have been provided with security over substantially all of the assets of
Pembina, as well as certain guarantees and subordination agreements. The lenders under Pembina's unsecured credit
facilities and other two classes of Senior Notes have also been provided with similar guarantees and subordination
agreements. If Pembina becomes unable to pay its debt service charges or otherwise commits an event of default
such as bankruptcy, payments to all of the lenders will rank in priority to payments made by PPC to the Fund, and
subsequent payments made by the Fund to Unitholders and holders of Convertible Debentures.

Payments by PPC to the Fund are prohibited during a default or event of default under the credit facilities or the
Senior Notes. Distributions on the PPC Shares and payments on the PPC Notes, which are unsecured, are
specifically subordinate to the credit facilities and the Senior Notes, which will restrict the ability of PPC to make
such payments to the Fund, and therefore limit the cash distributions of the Fund that may be paid to Unitholders
and holders of Convertible Debentures, during a default or event of default under any of the credit facilities or the
Senior Notes.

PPC, on a consolidated basis, is also required to meet certain financial covenants under the credit facilities and the
Senior Notes and is subject to customary restrictions on its operations and activities, including-restrictions on the
granting of security, incurring indebtedness and the sale of its assets.

PPC may manage the risk associated with fluctuations in interest rates by entering into interest rate swap
transactions from time to time. See Note 16 to the Fund's audited consolidated financial statements for the year
ended December 31, 2006. To the extent that PPC engages in such risk management activities, they will be subject
to credit risks associated with counterparties with which they contract. ’

Furthermore, the payment of interest and, as required, repayment of principal on the Convertible Debentures rank in
priority to the payment of cash distributions by the Fund to Unitholders and as a result cash distributions to
Unitholders may be reduced where significant amounts are required to service the payment obligations on the
Convertible Debentures.

Financial Leverage and Prior Ranking Indebtedness
Current or future borrowings will increase the level of financial risk to Pembina and, to the extent that the interest

rates are not fixed or that borrowings are refinanced at different rates, will increase the sensitivity of cash’
distributions paid by the Fund to interest rate variations. The Trust Units are effectively subordinate to all other
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indebtedness of Pembina, including to any indebtedness to or claims of trade creditors of Pembina. See "Description
of PPC and Other Operating Subsidiaries — Pembina Pipeline Corporation — PPC Notes Issued to the Fund”.

Potential Sales of Additional Securities of the Fund and Dilution to Existing Unitholders

The Fund may issue additional Trust Units, Convertible Debentures or other securities in the future to finance
certain of Pembina's capital expenditure requircments or for other purposes, which may dilute a Unitholder's cash
distributions per Trust Unit. The Declaration of Trust permits the Fund to issue an unlimited number of Trust Units
or other securities of the Fund without the approval of Unitholders. The Unitholders will have no pre-emptive rights
in connection with such additional issues. Thz responsibility of determining the price and the terms of issue of
additional Trust Units or other securities of the Fund has been delegated to PPC, subject to the supervision of the
PPC Directors. See "Description of the Fund and the Trust Units — Declaration of Trust — Trust Units and Other
Securities of the Fund".

Nature of Trust Units

The Trust Units do not represent a traditional investment in the pipeline or energy infrastructure industry and should
not be viewed by investors as shares in a pipeline or energy infrastructure company. Securities such as the Trust
Units are hybrids in that they share certain attributes common to both equity securities and debt instruments. Trust
Units are dissimilar to debt instruments in that there is no principal amount owing to Unitholders. The Trust Units
are not obligations of, or interests in, any person other than the Fund. The Fund's sole assets are investments in its
operating subsidiaries. As holders of Trust Units, Unitholders do not have the statutory rights normally associated
with ownership of shares of a corporation including, for example, the right to bring "oppression" or "derivative”
actions, and the Fund and its Unitholders may not be in a position to benefit from or utilize insolvency or
restructuring legislation to the same extent as if the Fund were a corporation. The Fund's sole assets will be
investments which a mutual fund trust is permirted to make pursuant to the Tax Act (currently being securities and
notes issued by the Fund's operating subsidiaries) and related contractual rights. The market price per Trust Unit is a
function of anticipated cash distributions of the Fund, the value of the assets acquired by Pembina and the ability to
effect long-term growth in the value of the Fund, and in part, is sensitive to a variety of market conditions including,
but not limited to, interest rates and the ability of Pembina to acquire and maintain suitable pipeline and energy
infrastructure assets, Changes in market conditions may adversely affect the trading price of the Trust Units.

Market Value of Trust Units and Other Securities

Pembina cannot predict at what price the Trust Units, Convertible Debentures or other securities issued by the Fund
will trade in the future. Trust Units, Convertible Debentures and other securities of the Fund will not necessarily
trade at values determined solely by reference o the underlying value of Pembina's assets. One of the factors that
may influence the market price of such securities is the annual yield on the Trust Units and the Convertible
Debentures. An increase in market interest rates may lead purchasers of Trust Units or Convertible Debentures to
demand a higher annual yield and this could adversely affect the market price of the Trust Units or Convertible
Debentures. In addition, the market price for the Trust Units and the Convertible Debentures may be affected by
changes in general market conditions, fluctuations in the market for equity or debt securities and numerous other
factors beyond the control of Pembina.

Changes in Legislation

In addition to the risks described under " - Proposed Taxation of Income Trusts" above, there can be no assurance
that income tax laws (including those under the Tax Act relating to the status of mutual fund trusts), regulatory and
environmental laws or policies and government incentive programs relating to the pipeline or oil and natural gas
industry, will not be changed in a manner which adversely affects the Fund or its Unitholders or other
securityholders, Additionally, legislation may be implemented to limit the investment in income funds and royalty
trusts by certain investors or to change the manner in which these entities are taxed. The Canadian Tax Act and the
tax treaties between Canada and other countries may impose additional withholding or other taxes on the cash
distributions or other property paid by the Fund to Unitholders who are not residents of Canada, and these taxes may
change from time to time. Tax authorities having jurisdiction over the Fund or the Unitholders may disagree with
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how Pembina calculates its income for tax purposes or could change administrative practices to Pembina's detriment
or the detriment of its Unitholders.

Investment Eligibility and Tax Issues

Pembina will endeavour to ensure that the Trust Units and the Convertible Debentures continue to constitute
"qualified investments” for trusts governed by Exempt Plans under the Tax Act. Although the Fund currently
qualifies, and intends to continue to qualify, as a "mutual fund trust” under the Tax Act, if the Fund ceases to qualify
as a "mutual fund trust”, the Trust Units and Convertible Debentures will cease to be "qualified investments” for
Exempt Plans. Where, at the end of any month, an Exempt Plan holds Trust Units that are not "qualified
investments”, the Exempt Plan must, in respect of the month, pay a tax under Part XI.1 of the Tax Act equal to 1%
of the fair market value of the Trust Units and/or Convertible Debentures at the time the Trust Units and/or
Convertible Debentures were acquired by the Exempt Plan. The annuitant under an Exempt Plan could also be
subject to penalty taxes in such a case. In addition, if the Fund ceases to qualify as a "mutual fund trust", the Fund
will then be required to pay a tax under Part XI1.2 of the Tax Act. The payment of Part XI1.2 tax by the Fund may
have adverse income tax consequences for Unitholders and other securityhoiders of the Fund. One of the ways in
which the Fund could potentially cease to qualify as a "mutual fund trust” would be if non-residents of Canada
within the meaning of the Tax Act were to become the beneficial owners of a majority of the Trust Units. There can
be no assurance that income tax laws and the treatment of mutual fund trusts will not be changed in a manner which
may adversely affect Unitholders or holders of Convertible Debentures. See " — Proposed Taxation of Income
Trusts” and " — Changes in Legislation" above and "General Development of the Fund — Developments in 2006 —
Other Matters — Federal Government Pronouncements on Income Trusts".

Although Pembina is of the view that all expenses to be claimed by the Fund, PPC and the Fund's other operating
subsidiaries will be reasonable and deductible and that the cost amount and capital cost allowance claims of such
entities' depreciable properties will have been correctly determined, there can be no assurance that the Canada
Revenue Agency ("CRA™) will agree. If the CRA successfully challenges the deductibility of any such expenses or
the correctness of such cost amounts or capital cost allowance claims, the return to Unitholders may be adversely
affected.

Unitholder Limited Liability

The Declaration of Trust provides that no Unitholder will be subject to any liability in connection with the Fund or
its obligations and affairs or with respect to any act or omission of the Trustee or any other person, nor shall any
Unitholder be liable to indemnify the Trustee or any other person with respect to such liabilities, and that only the
Fund's assets shall be available to satisfy claims against the Fund. In the event that a court determines Unitholders
are subject to any such liabilities, the judgement in respect of such liabilities will be enforceable only against, and
will be satisfied only out of the Unitholder's share of the Fund's assets. The Declaration of Trust alse provides that
the Fund, the Trustee and PPC shall use all reasonable efforts to ensure that all obligations or liabilities of the Fund
contain a provision to the effect that neither the Unitholders nor the Trustee have any personal liability or
obligations in respect thereof. Notwithstanding the terms of the Declaration of Trust, because of uncertainties in the
law relating to investment trusts, Unitholders may not be protected from liabilities of the Fund to the same extent
that a shareholder is protected from liabilities of a corporation.

Effective July 1, 2004 the Income Trusts Liability Act (Alberta) was proclaimed in force. The legislation creates a
statutory limitation on the liability of unitholders of Alberta income trusts such as the Fund. The legislation
provides that a unitholder will not be, as a beneficiary, liable for any act, default, obligation or liability of the trustee
that arises after the legislation comes into effect. The legislation does not affect the liability of unitholders with
respect to any act, default, obligation or liability that arose before July 1, 2004 and there is no assurance that such
legislation will eliminate all risk of Unitholder liability.

In conducting its affairs, the Fund will assume certain existing contractual obligations and may have to do so in the
future. Although Pembina will use reasonable efforts to have any contractual obligations modified so as not to have
such obligations binding upon any of the Unitholders personally, it may not obtain such modification in all cases, or
such modification may not operate to avoid Unitholder liability in all cases. To the extent that any claims under such
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contracts are not satisfied by the Fund, there is a risk that a Unitholder may be held personally liable for obligations
of the Fund where the liability is not disavowed. as described above.

Personal liability may also arise in respect of claims against the Fund that do not arise under contract, including
claims in tort, claims for taxes and possibly other statutory liabilities. Pembina intends to cause the activities of the
Fund to be conducted, with the advice of counsel, in such a way and in such jurisdictions as to avoid, to the extent
they deem practicable, any material risk of liability on the Unitholders for claims against the Fund. Most insurance
policies wili have exclusions for certain environmental or other liabilities.

Based on the foregoing and considering the nature of the Fund's activities, that it intends to comply with all
environmental regulations relating to its assets and the insurance policies which it holds, the possibility of any
personal liability of this nature arising is considered remote, particularly where the beneficiaries are not controlling’
the day-to-day activities of the Fund and there is no direct contact between the beneficiaries of the Fund and parties
who contract with the Fund, each of which conditions is satisfied in the case of the Fund and its Unitholders.

Redempiion Right

It is anticipated that the redemption right will not be the primary mechanism for holders of Trust Units to liquidate
their investment. Cash distributions are subject to limitations and there can be no assurance the Fund will be in a
position to redeem Trust Units for cash when 1equested to do so. Any PPC Notes and PPC Shares which may be
distributed in specie to holders of Trust Units in connection with a redemption will not be listed on any stock
exchange and no market is expected to develop for PPC Notes and PPC Shares. Any PPC Notes which may be
distributed may not be qualified investments for trusts governed by an Exempt Plan. PPC Shares which may be
distributed may not be qualified investments for trusts governed by such Exempt Plans, depending on the law
existing at the time of the distribution. In addition, there may be resale restrictions imposed by law upon the
recipients of PPC Shares and PPC Notes pursuant to the redemption right. See "Description of the Fund and the
Trust Units — Declaration of Trust — Redemption Right™.

Risks Inherent in Pembina's Business
Reserves Replacement and Demand for Crude Oil and NGLs

Pembina's conventional pipeline tariff revenues are based upon a variety of tolling arrangements, including "deliver
or pay" contracts, cost of service arrangements and market-based tolls. As a result, certain pipeline tariff revenues
are heavily dependent upon throughput levels of crude oil, NGLs and condensate. Future throughput on Pembina's
crude oil and NGLs pipelines and replacement of oil and gas reserves in the service areas will be dependent upon the
success of producers operating in those areas in exploiting their existing reserve bases and exploring for and
developing additional reserves. Without reserve additions, or expansion of the service areas, throughput on such
pipelines will decline over time as reserves are depleted. In addition, as oil and gas reserves are depleted or if
product prices for crude oil, condensate and NGLs decline, production costs may increase relative to the value of the
remaining reserves in place, causing producers to shut-in production, seek out lower cost alternatives for
transportation, or pressure Pembina to reduce the effective tariffs.

Over the long term, Pembina's business will depend, in part, on the level of demand for crude oil, condensate, NGLs
and natural gas in the markets served by the crude oil and NGL pipelines in which Pembina has an interest. Pembina
cannot predict the impact of future economic conditions on the energy and petrochemical industries which in turn
would affect the demand for crude oil, condensate, NGLs and natural gas. Oil, NGLs and natural gas prices have
fluctuated widely during recent years and are determined by supply and demand factors, including weather and
general economic conditions as well as economic, political and other condittons in other oil and natural gas regions,
all of which are beyond Pembina's control.

Environmental Costs and Liabilities

The operation of Pembina's pipeline systems and midstream assets are subject to Canadian federal and Alberta and
British Columbia provincial laws and regulations relating to environmental protection and operational safety.
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Although Pembina believes that the current operation of its pipeline systems and midstream assets is in compliance
with all applicable environmental and safety regulations, risks of substantial costs and liabilities are inherent in oil
and gas pipeline and midstream operations, and there can be no assurance that substantial costs and liabilities will
not be incurred. Moreover, it is possible that other developments, such as increasingly strict environmental and
safety laws, regulations and enforcement policies thereunder, and claims for damages to persons or property
resulting from Pembina's operations, could result in significant costs and liabilities to Pembina. If Pembina was not
able 10 recover the resulting costs through insurance or increased tariffs, -cash flow available to make cash
distributions to Unitholders and to service obligations under the Convertible Debentures would be adversely
affected.

While Pembina maintains insurance in respect of damage caused by seepage or pollution in an amount it considers
prudent and in accordance with industry standards, certain provisions of such insurance may limit the availability
thereof in respect of certain occurrences unless they are discovered within fixed time periods, which typically range
from 72 hours to seven days. Although Pembina believes it has adequate leak detection systems in place to monitor
a significant spill of product, if Pembina is unaware of a problem or is unable to locate the problem within the
relevant time period, insurance coverage may not be available.

Competition

Pembina is subject to competition from other pipelines and midstream service providers in its service areas as well
as other transporters of crude oil and NGLs. The introduction of competing transportation alternatives into
Pembina's service areas could potentially have the impact of limiting Pembina's ability to adjust tolls as it may deem
necessary. Additionally, potential pricing differentials on the components of NGLs may result in these components
being transported by competing gas pipelines.

Furthermore, if the Income Trust Tax Proposals are implemented as proposed, Pembina would effectively be taxed
at a level similar to Canadian corporations, starting in 2011 (assuming Pembina does not violate the "normal
growth” safe harbour provisions prior to such time). Therefore, Pembina's proposed bids for Canadian corporate and
asset acquisitions may be affected and adjusted for the impact of the Income Trust Tax Proposals, and Pembina may
not have the same competitive/cost of capital advantages with respect to corporate and asset acquisitions which
income trusts have previously had. The Income Trust Tax Proposals may put Pembina at a competitive disadvantage
to other industry participants such as pension resource corporations, U.S. flow through entities such as master
limited partnerships and limited liability companies, and U.S. corporations that are able to minimize Canadian tax
through the use of inter-company debt and cross-border tax planning.

Shipper Contracts

As described above, throughput on certain of Pembina's pipelines (in particular, the AOSPL System, the Horizon
Pipeline and the Western System) is or will be governed by transportation contracts or tolling arrangements with
various producers of petroleum products. Any default by counterparties under such contracts or any expirations of
such contracts or tolling arrangements without renewal ‘or replacement may have an adverse effect on Pembina's
business. See "Description of Pembina's Business and Operations — Overview — Conventional Pipelines — B.C.
Pipelines" and "Description of Pembina's Business and Operations — Industry Regulations and Tariffs".

Regulation

Legislation in Alberta and British Columbia exists to ensure that producers have fair and reasonable opportunities to
produce, process and market their reserves. In Alberta, the AEUB, and in British Columbia, the BCUC, may, on
application and following a hearing {(and in Alberta with the approval of the Lieutenant Governor in Council),
declare the operator of a pipeline a common cartier of oil or natural gas and, as such, must not discriminate between
producers who seek access to the pipeline. Producers and shippers may also apply to the regulatory authorities for a
review of tariffs, and such tariffs may then be regulated if it is proven that the tariffs are not just and reasonable.
Applications by producers to have a pipeline operator declared a common carrier are usually accompanied by an
application to have the tariffs set by the regulatory authorities. The extent to which regulatory authorities in such
instances can override existing transportation or processing contracts has not been fully decided. The potential for
direct regulation of tolls, other than for the provincially regulated B.C. Pipelines, while ‘considered remote by
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Pembina, could result in toll levels that are less advantageous to Pembina and could impair the economic operation
of such regulated pipeline systems.

Abandonment Cosis

Pembina is responsible for compliance with all applicable laws and regulations regarding the abandonment of its
pipeline and other assets at the end of their economic life, and these abandonment costs may be substantial. The
proceeds of the disposition of certain assets, including, in respect of certain pipeline systems, line fill, may be
available to offset abandonment costs. However, it is not possible to predict abandonment costs since they will be a
function of regulatory requirements at the time and the value of Pembina's assets, including line fill, may then be
more or less than abandonment costs. Pembina may, in the future, determine it prudent or be required by applicable
laws or regulations to establish and fund one or more reclamation funds to provide for payment of future
abandonment costs. Such reserves could decrease cash flow available for distribution to Unitholders and to service
obligations under the Convertible Debentures.

Operational Hazards

Pembina's operations are subject to the customary hazards of the pipeline transportation and oil and gas midstream
business. The operations of Pembina's pipelines or midstream assets could be disrupted by natural disasters or other
events beyond the control of Pembina. A casualty occurrence could result in the loss of equipment or life, as well as
injury and property damage. Pembina carries insurance coverage with respect to some, but not all, casualty
occurrences in amounts customary for similar business operations, which coverage may not be sufficient to
compensate for all casualty occurrences.

Environmental Regulation

In 1994, the United Nations' Framework Convention on Climate Change came into force and three years later led to
the Kyoto Protocol which will require participating countries, upon ratification, to reduce their emissions of carbon
dioxide and other greenhouse gases. Canada ratified the Kyoto Protocol in late 2002, Additionally, the Canadian
federal government is evaluating alternative proposals to reduce greenhouse gas emissions and implement more
stringent environmental standards on Canadian industry. Although the Canadian federal government has not
released details of any implementation plan, it has stated that it intends to limit greenhouse gas emissions and set
emission reduction targets for the industry, which could result in increased capital expenditures and operating costs
for Canadian producers, leading to a decrease in production and a resulting decrease in throughputs on Pembina's
pipeline systems and adversely impacting Pembina's midstream operations. There can be no assurance that the
implementation of more stringent environmental legislation will not have an adverse effect on Pembina's business.

Completion of the Horizon Pipeline

The Horizon Pipeline is currently under construction. While Pembina and Canadian Natural have worked closely to
reduce the risk of any cost overruns there is no assurance such cost overruns will not occur. Pembina has risk in
some of the costs of this expansion and Pembina's return on the Horizon Pipeline could be reduced if certain cost
overruns occur. Pembina is not currently aware of any significant cost overruns at the date hereof. Pursuant to the
provisions of the agreements between Canadian Natural and Pembina, Canadian Natural is not entitled to terminate
the agreements relating to the Horizon Pipeline now that construction has commenced. See "General Development
of the Fund — Developments in 2006 — Oil Sands Infrastructure — Horizon Pipeline”.

Condensate Initiative

Pembina is currently in negotiations with prospective shippers for construction of a transport service that, if
constructed, would transport condensate from a marine terminal in Kitimat, British Columbia to Prince George,
British Columbia, at which peint the condensate can access Pembina's network of local, regional and inter-
provincial pipelines to reach a range of markets, See "General Development of the Fund — Developments in 2006 —
Conventional Pipeline — Condensate Initiative”. This new project is in the very early developmental stage and it has
not yet been determined to be a viable project. There can be no assurance that this project will proceed at all and if
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it does, its success will be dependent on many factors including gaining the support and approval of varied group of
stakeholders and regulatory boards, as well as managing construction costs.

Structural Integrity of the Storage Facility

The operation of the Storage Facility is subject to risks related to the nature of the salt caverns that are used to store
ethylene. The salt caverns are subject to additional dissolution of salt through the normal operation of the Storage
Facility. Pathways have developed between two caverns, causing Dow Canada, as the operator of the Storage
Facility, to treat the caverns as a single large cavern. When caverns are connected in this way, they must be taken
out of service together when the caverns are submitted for re-certification with the AEUB or when the caverns reach
the end of their useful life.

A deterioration in the integrity of the caverns could cause disruptions to the operations of the caverns and reduce the
storage capacity of the Storage Facility for an extended period of time. This could have a negative effect on the
revenues of the Storage LP, and therefore the Fund. In addition, the Storage LP may be required to make capital
expenditures to ameliorate any such deterioration in excess of the obligations of Dow Canada and NOVA Chemicals
to contribute to capital expenses under the Storage Agreement.

Reliance on Facilities Connected to the Storage Facility; Force Majeure

The Storage Facility is connected to the sources and end users of ethylene by facilities including NOVA Chemicals'
ethylene delivery system and the Cochin Pipeline. The operations of the Storage Facility are closely integrated with
the operations of the ethylene delivery system. Any major disruption affecting these related facilities as a result of
mechanical problems or damage would make it considerably more difficult to transport ethylene to and from the
Storage Facility, Although the terms of the Storage Agreement require the Storage Facility's customers to pay for the
storage of ethylene whether capacity is used or not, Dow Canada and NOVA Chemicals are entitled to make
reduced payments under the Storage Agreement if the Storage Facility is not able to inject or withdraw ethylene at
specified minimum rates. The effect on the business of the Storage LP of a major disruption to these input/output
facilities are difficult to predict. A major disruption or shutdown of these facilities may make the continued
operation of the Storage Facility infeasible or uneconomic over the long term.

Reliance on Dow Canada and NOVA Chemicals

Dow Canada and NOVA Chemicals are the principal customers of the Storage LP, and together accounted for
approximately 95% of the usage of the Storage Facility in 2006. Further, Dow Canada performs important functions
for the Storage LP under an operating agreement and a facilities agreement, and NOVA Chemicals is the owner and
operator of the ethyiene delivery system, whose operations are essential to the operations of the Storage Facility. If,
for any reason, either of Dow Canada or NOVA Chemicals were not able to perform its obligations under the
Storage Agreement or the other agreements with the Storage LP to which they are a party, the revenue and profits of
the Storage LP and the ability of the Storage LP to operate the Storage Facility could be negatively affected.
Pembina attempts to partially mitigate any potential losses in this respect through the use of business interruption
insurance.

Regulations Affecting the Storage Facility

The maintenance, operation and eventual abandonment of the Storage Facility is subject to compliance with all
regulatory and environmental requirements applicable to it, in particular, those enforced or overseen by the AEUB
and Alberta Environment. Currently, the statutory requirement for the frequency of review and certification of the
caverns by the AEUB is once every eight years. However, Dow Canada, as the operator of the Storage Facility has
voluntarily submitted each cavern for the review and certification process of the AEUB once every five years.
Pembina believes that the current maintenance and operation of the Storage Facility is in compliance with all
currently applicable regulatory requirements, including all environmental laws and regulations. However,
increasingly stringent regulatory requirements in the future could result in significant costs, obligations or liabilities
with respect to the maintenance and operation of the Storage Facility in the future. Existing laws and regulations
may be revised or new laws and regulations may be enacted which could have a negative effect on the business of
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the Storage LP and the results of operations of the Storage LP. In addition, the Storage Facility may become subject
to regulations imposed by additional or new regulatory agencies.

In addition to the negative effect of potential new regulations on the Storage Facility directly, the Storage LP could
be negatively affected by regulations that cuntail the operations of NOVA Chemicals' ethylene delivery system or
other facilities connected to the Storage Facility. If the Storage Facility is not able to receive ethylene because of a
shutdown of the ethylene delivery system resulting from regulatory action, such event wouid affect the ability of the
Storage Facility to operate,

Competition to the Storage Facility

The Storage Facility is currently the sole large-scale underground facility for the storage of ethylene in Alberta.
Given the importance of ethylene storage to the petrochemical industry in Alberta, competition with the Storage
Facility may arise, either from the development of new ethylene storage facilities in Alberta or by the conversion of
existing hydrocarbon or natural gas storage caverns to ethylene storage. New storage facilities may be developed
either through the mining of underground storage caverns in existing salt deposits or through the construction of
above-ground storage facilities. It takes approximately three to five years to develop a new storage cavern and in
order for a new underground cavern to be competitive with the Storage Facility, it would be necessary to link the
cavern to new or existing ethylene or ethylene derivative support infrastructure. Pembina is not aware of any other
parties developing caverns for ethylene storage in Alberta at this time. Construction of above ground storage is
expensive when compared to the cost of developing underground storage and the risks to public health, safety and
the environment are also higher with above ground storage. While an underground storage cavern that is currently
used for NGLs could be converted into an cthylene storage facility within a few months, a link to existing
petrochemical support infrastructure is required. The development of 'a competing ethylene storage facility could
have a negative effect on the revenues and profitability of the Storage LP over the long term.

Midstream Business — Commercial Operations

Pembina's midstream commercial operations includes product storage terminalling and hub services. These
activities expose Pembina to certain risks including:

. failure of counterparties and partners to perform their obligations under the contracted arrangements;

. revenue from the activities is less certain as compared to Pembina's pipeline operations and may vary
month to month depending upon differences in petroleum product prices; and

. a small percentage of this revenue has a commodity risk factor.

Reliance on Management

Unitholders and other securityholders of the Fund or Pembina are dependent, senior management of PPC and the
PPC Directors in respect of the governance, administration and management of all matters relating to Pembina and
its operations and administration. The loss of the services of key individuals could have a detrimental effect on.
Pembina.

Potential Conflicts of Interest

Unitholders are dependent upon senior management of PPC and the PPC Directors for the governance and
administration of the Fund and the management of Pembina. Additionally, certain directors and officers of PPC

may be directors or officers of entities in competition to Pembina. As such, these directors or officers of PPC may
encounter conflicts of interest in the administration of their duties with respect to Pembina.
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DISTRIBUTIONS TO UNITHOLDERS
Monthly Cash Distributions

Unitholders of record on each Record Date (currently being the last business day of each month) are, 1o the extent
declared by the PPC Directors, entitled to receive monthly cash distributions from the Fund which will be paid on
the 15th day of the following menth.

The Fund's cash distributions are sourced from the net cash flow realized from its ownership, through its operating
subsidiaries, of pipeline and energy-related infrastructure assets. The actual amount of the Fund's cash distributions
is determined by management and the PPC Directors taking into account the prevailing circumstances at the relevant
time, and depends on the results of operations of the Fund's subsidiaries including, among other things (i} current
and anticipated operating cash flow, (ii) general and administrative expenses of the Fund and its subsidiaries, (iii)
capital expenditures, (iv) the level of any cash reserves and reclamation reserves, (v) the amount of debt repayment
and service costs, and (vi) working capital requirements. Payments from the Fund's operating subsidiaries to the
Fund, and the subsequent cash distributions paid to Unitholders, are subject to restrictions on payment in certain
circumstances, as such payments are generally subordinate to debt obligations owed to third parties by the Fund's
subsidiaries. See "Risk Factors - Risks Relating to the Fund's Structure and Securities — Variability of Cash
Distributions", "Risk Factors — Risks Relating to the Fund's Structure and Securities — Debt Service" and
"Description of the Fund and the Trust Units — Declaration of Trust — Cash Distributions".

The after-tax return from an investment in the Fund’s Trust Units to Unitholders subject to Canadian income tax can
be made up of both a return on and a return of capital. That composition may change over time, thus affecting an
investor's after-tax return. Returns on capital are generally taxed as ordinary income in the hands of a Unitholder.
Returns of capital are generally tax-deferred (and reduce the holder's cost base in the Trust Units for tax purposes).

An investment in the Trust Units is subject to a number of risks that should be considered by an investor. The
market value of the Trust Units may deteriorate if the Fund is unable to meet its cash distribution targets in the
future, and that deterioration may be material. See "Risk Factors".

Historical Cash Distributions

The Fund has paid the following cash distributions to Unitholders in the past three fiscal years. The historical
distribution payments described below may not be reflective of future distribution payments.

Month of Cash Distribution Per Trust Unit
Payment Date 2006 2005 2004
January $0.095 $0.0875 $0.0875
February $0.095 $0.0875 $0.0875
March $0.095 $0.0875 $0.0875
April $0.095 $0.0875 $0.0875
May $0.095 $0.0875 $0.0875
June $0.095 $0.0875 $0.0875
July $0.095 $0.0873 $0.0875
August $0.095 $0.0875 $0.0875
September $0.100 $0.0875 $0.0875
October $0.100 $0.0875 $0.0875
November $0.100 $0.0875 $0.0875
December $0.100 $0.0875 $0.0875
Total $£1.165 $1.0500 $1.0500

In January of 2007, a distribution of $0.100 per Trust Unit was paid to Unitholders and in each of February and
March of 2007, a distribution of $0.110 per Trust Unit was paid or declared payable to Unitholders.
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MARKET FOR SECURITIES

The outstanding Trust Units of the Fund are listed and posted for trading on the TSX under the symbol "PIF. UN".
The following table sets forth certain trading information for the Trust Units on the TSX in 2006.

Month High Low Close Volume
Janvary ... 16.80 15.80 16.61 4,391,626
February .. 18.45 16.25 18.35 5,624,539
March .o 18.58 17.11 18.05 6.225.801
APl 18.19 16.75 16.85 4,618,913
May ...... 17.14 15.96 16.25 5,317.378
16.74 15.11 16.25 5.173.803
17.15 15.64 16.90 3,855,273
16.99 15.73 16.95 4,675,776
17.75 16.65 17.35 3,225.925
18.35 17.07 17.32 4235717
15.75 12.88 15.08 10,794,986
December........coovevceecees 16.30 15.05 15.83 6,131.594

The outstanding 7.50% Convertible Debentures of the Fund are listed and posted for trading on the TSX under the
symbol "PIF.DB.A". The following table sets forth certain trading information for the 7.50% Convertible
Debentures on the TSX in 2006.

Month High Low Close Yolume
January .. 160.00 151.87 156.29 4,350
February ........occccocecevnnneee 171.81 153.90 171.81 8,400
March ..o 175.02 164.00 171.30 6,520
April e 172.03 160.46 160.50 5,680
May 158.13 150.00 133.00 5.880
June .o 158.39 143.80 149.65 5.990
July e 160.00 148.23 160.00 2,470

AUgUSt ..o 160.47 151.29 160.17 1,740
September........coevriiine 166.00 161.01 163.84 2220
October ... 172.15 158.02 162.69 10,230
November........cccccoovnennne 146.95 131.29 142.00 5470

December ... 150.00 137.02 149.74 1,350

The outstanding 7.35% Convertible Debentures of the Fund are listed and posted for trading on the TSX under the
symbol "PIF.DB.B". The following table sets forth certain trading information for the 7.35% Conventible
Debentures on the TSX in 2006.

Month High Low Close Volume
January ..o, 134.00 126.00 132.17 72,000
February .......oocccoveemmmnnnene 146.57 130.15 146.24 62,465
March oo 148.00 13511 144.00 60,783
APHil 145.00 132.36 134.82 25.460
May 135.71 126.17 128.00 25.005
June .o, 132.77 120.76 129.25 26.840
July o 135.00 12534 134.95 28,850
AUGUSE e 135.48 125.12 135.00 21,470

September........cocvveriirens 141.00 131.33 134.47 16,620
October......ovveeeeiiecinee 145.25 134.38 139.00 27130
November.................c....... 123.43 107.00 117.83 22,330
December ......coocccciinnnnns 130.15 119.78 124.64 6.540

Additionally, in July 2002, PPC issued, on a private placement basis, $100 million in Secured Senior Notes due
2017; in June 2004, PPC issued, on a private placement basis, $175 million in Unsecured Senior Notes due 2014 and
$75 million in Floating Rate Senior Notes due 2009; and in September 2006, PPC issued, on a private placement
basis, $200 million in Series C Senior Notes due 2012. The Senior Notes are not publicly traded. See Note 7 to the
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Fund's audited consolidated financial statements for the year ended December 31, 2006 for additional information
regarding the Senior Notes.

DIRECTORS AND OFFICERS
Directors of PPC
The following table sets out the name and residence for each director of PPC as of the date of this Annual
Information Form, the date on which they were appointed as a director of PPC (or as a trustee of the Fund prior to an
internal reorganization in which the directors of PPC replaced a board of trustees of the Fund as the entity

responsible for the govemance of the Fund) and their principal occupations during the past five years.

Principal Occupation

Name and Residence Date Appointed During the Past Five Years
David A. Bisset™ May 3, 2001 Independent businessman
Calgary, Alberta, Canada
Allan L. Edgeworth®" July 1, 2006 President of ALE Energy Inc. (a private consulting
Calgary, Alberta, Canada company) since 2005. Formerly Chief Executive

Office of Alliance Pipeline Lid. from 2001 to 2004

Randall J. Findlay March 8, 2007 Corporate director. Formerly President of Provident
DeWinton, Alberta, Canada Energy Trust from 2001 to 2007
Lorne B, Gordon!"® October 24, 1997 Independent businessman. Formerly Vice Chairman of
Calgary, Alberta, Canada Coril Holdings Ltd. (a private investment and holding

company) from 2004 to 2006 and Chief Executive
Officer of Coril Holdings Ltd. from 1997 to 2004.

Myron F. Kanik® October 24, 1997 Independent businessman
Calgary, Alberta, Canada

David N. Kitchen®® October 24, 1997 Independent businessman
Calgary, Alberta, Canada

Robert B. Michaleski January 4, 2000 President and Chief Executive Officer of PPC
Calgary, Alberta, Canada

Robert F. Taylor™® October 24, 1997 Independent businessman
Calgary, Alberta, Canada

Notes:

{1) Chairman of the Board.

(2) Member of Audit Committee.

{3) Member of Human Resources and Compensation Commiftee.
(4) Member of the Health, Safety and Environment Committee.

Unitholders elect the directors of PPC at each annual meeting of the Fund's Unitholders. The directors of PPC serve
until the next annual meeting of the Fund's Unitholders or until their successors are duly elected or appointed. All of
the PPC Directors are "independent" within the meaning of National Instrument 58-101 — Disclosure of Corporate
Governance Practices , adopted by the Canadian Securities Administrators, with the exception of Mr. Michaleski,
who is the President and Chief Executive Officer of PPC.

The board of directors of PPC has three committees, being the Audit Committee, the Health, Safety and
Environment Committee and the Human Resources and Compensation Committee, each of which are made up of
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independent directors with no relationship to management. Additional information regarding the responsibilities of
these committees is contained under the heading "Statement of Corporate Governance Practices” in the Fund's
information circular dated March 8, 2007 for its 2007 annual general meeting of Unitholders, and under the heading
"Corporate Governance Practices” in the Fund's 2006 Annual Report.

Executive Officers of PPC

The following table sets out the name, residence: and office held with PPC for each executive officer of PPC, as well
as their principal occupations during the past five years.

Principal Qccupation

Name and Residence Office with PPC During the Past Five Years
Robert B. Michaleski President and Chief Executive  President and Chief Executive Officer of PPC
Calgary, Alberta, Canada Officer :

Michael H. Dilger Vice President, Business Vice President, Business Development since
Calgary, Alberta, Canada Development March 2005; prior thereto President, Venturi

Energy in 2004 and Vice President, Vista
Midstream since 1999

S. Bruce Harris Vice President, Operations Vice President, Operations of PPC since

Calgary, Alberta, Canada December 1, 2003; prior thereto, Manager of
Pipeline Operations of PPC

Glennys E. Hermanutz Vice President, Corporate Vice President, Corporate Affairs since

Calgary, Alberta, Canada Affairs November 1, 2006; prior thereto Manager,

Corporate Development since 2004, Manager,
Investor Relations from 1997 to 2004,

Peter D. Robertson Vice President, Finance and Vice President, Finance and Chief Financial
Calgary, Alberta, Canada Chief Financial Officer Officer of PPC

D. James Watkinson, Q.C. Vice President, General Vice President, General Counsel and Secretary of
Calgary, Alberta, Canada Counsel and Secretary PPC

As at March 13, 2007, the directors and executive officers of PPC beneficially owned, directly or indirectly, or
exercised control or direction over, an aggregat: of 992,606 Trust Units, representing 0.79% of the then outstanding
Trust Units of the Fund.

Conflict of Interest

The directors and executive officers named above may be directors or officers of issuers which are in competition to
the Fund. As such, these directors or officers of PPC may encounter conflicts of interest in the administration of
their duties with respect to the Fund. See "Risk Factors — Risks Inherent in Pembina's Business — Potential
Conflicts of Interest™.

Management Internalization

Prior to the Management Internalization, all of the management functions for the Fund, PPC and the Fund's other
direct and indirect subsidiaries were generally performed by the Manager pursuant to the Administration Agreement
and the Management Agreement. However, pursuant to the Management Internalization on June 30, 2006, the
external management arrangements were effectively eliminated as the Fund, through PPC, acquired all of the shares
of the Manager and the Manager delegated ail of its duties under the Administration Agreement and the
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Management Agreement to PPC. See "General Development of the Fund — Developments in 2006 — Other Matters
— Management Internalization”.

Governance Agreement

The Governance Agreement sets forth certain provisions regarding the governance of PPC and its sole shareholder,
the Fund. The articles of amalgamation of PPC provide that the number of directors is fixed at a minimum of five
and a maximum of nine. Based on an ordinary resolution passed at an annual general meeting of Unitholders, the
Trustee shall vote the PPC Shares to appoint the directors of PPC, provided that the directors may, between such
meetings appoint one or more additional directors to serve until the next annual meeting, provided that the number
of additional directors shall not exceed one-third of the number of directors who hold office at the expiration of the
last annual meeting. The Governance Agreement will remain in force for as long as the Management Agreement
remains in force. The Governance Agreement also provides that, as long as the Fund owns at least 25% of the PPC
Shares, it is entitled to control 100% of the votes associated with the PPC Shares.

AUDIT COMMITTEE INFORMATION
The Audit Committee's Charter
The Audit Committee Charter is set forth in Appendix "A" to this Annual [nformation Form.
Composition of the Audit Committee

The Fund's Audit Committee is comprised of Robert F. Taylor as Chairman, Allan L. Edgeworth and David N.
Kitchen, each of whom is independent and financially literate within the meaning of the Multilateral Instrument 52-
110 — Audit Committees of the Canadian Securities Administrators. Set forth below are additional details regarding
each member of the Audit Committee.

Robert F. Taylor

Robert F. Taylor is the Chairman of the Audit Committee. Mr. Taylor has no direct or indirect material relationship
with PPC and is therefore able to exercise independent judgment in his role on the Committee. He became
Executive Vice President of Shell Canada Resources in 1991, following three years with Shell International
Petroleum Company in London, England. He is currently a Director of McTay Holdings Limited, a private land
development company and Sempa Power Systems Limited a private company that has a focus on reducing energy
costs and greenhouse gas emissions. He is actively involved in the governance of The Duke of Edinburgh
Commonwealth Study Conferences. This experience, coupled with his designation as a Chartered Accountant,
which he received in 1963, provide him with the skill set and financial literacy required to carry out his duties as a
member of the Audit Committee.

Allan L. Edgeworth

Allan L. Edgeworth has been a member of the Audit Committee since his appointment as a director of PPC on July
1, 2006. He is independent of PPC in that he has no direct or indirect material relationship with PPC. Mr.
Edgeworth has an extensive energy pipeline background, having held a number of positions at the senior executive
level, the most recent being President and CEQ of Alliance Pipeline Ltd. from 2001 to 2004. He holds a Bachelor of
Applied Science in Geological Engineering and is a graduate of the Queen's Executive Program. His education and
work history illustrate that he is financially literate and has the skills to manage the level and complexity of the
accounting issues dealt with by the Audit Committee,

David N. Kitchen
David N. Kitchen has been a director of PPC since April 1999. He is independent of Pembina as he has no direct or

indirect material relationship with Pembina. Mr. Kitchen has an Honours Degree in Political Science and
Economics from the University of Toronto and is a graduate of the Executive Program in Business from Columbia
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University. His education and work history, which includes being Senior Vice-President and General Manager,
Alberta and Northwest Territories with the Royal Bank of Canada and Senior Vice-President, Global Energy of the
Royal Bank, indicates his financial literacy and competency to work with the issues handled by the Audit
Committee.

All members of the Audit Committee possess the work experience and education necessary to understand the
accounting principles used by Pembina to prepare financial statements, the ability to assess the general application
of such accounting principals, and the ability to analyze and evaluate financial statements of the Fund.

External Auditor Service Fees

The following table sets out the fees paid to thi: external auditor in each of the last two financial years for services
provided to Pembina;

Year Audit Fees'? Audit-Related Fees'? Tax Fees™® All Other Fees™

2006 $274,000 $12.000 $51.000 $nil

2005 $250,000 $50,000 $28,000 $nil
Notes:

{1) Audit fees were for professional services rendered by KPMG LLP for the audit of the Fund's annual financial statements and
reviews of the Fund's quarterly financial statements, as well as services provided in connection with statutory and regulatory
filings or engagements.

(2) Audit-related fees are for assurance and related services reasonably related to the performance of the audit or review of the
Fund's financial statements and not reported under "Audit fees” above.

(3) Tax fees were for tax compliance, tax advice and tax planning. The fees were for services performed by the Fund's auditors’
tax division except those tax services related to 1he audit.

(4) All other fees are fees for products and services provided by the Fund's auditors other than those described as "Audit fees”,
"Audit-related fees" and "Tax fees”.

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS

To the knowledge of the directors and executive officers of PPC, none of the directors or executive officers of PPC,
and no person or company that is the direct or indirect beneficial owner of, or who exercises control or direction
over, more than 10% of the Trust Units, and no associate or affiliate of any of the foregoing, has had any material
interest, direct or indirect, in any material transaction with Pembina since January 1, 2003 or in any proposed
transaction that would materially affect Pembina, except as set forth below. The executive officers of PPC
(including Robert B. Michaleski, who is also a director of PPC) were, prior to the Management Internalization, also
shareholders, directors and officers of the Manager, which, prior to the Management Internalization, received
payment of fees for managing the business and affairs of the Fund and its subsidiaries pursuant to the Management
Agreement. In 2006, total compensation paid to the Manager pursuant to the Management Agreement prior to the
Management Internalization was $1,037,073, coensisting of $679,450 of management fees and $357,623 of
distribution-based incentive fees. No acquisition fees were paid to the Manager and the Manager was not reimbursed
for any expenses during this period. As stated zbove, each of the executive officers of PPC was a Shareholder of the
Manager prior to the Management Internalization and thus received payment from PPC for their shares of the
Manager pursuant to the Management Internalization. See "General Development of the Fund — Developments in
2006 — Other Matters — Management Internalization”.
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MATERIAL CONTRACTS

Set out below are the contracts material to the Fund and its subsidiaries that are currently in effect, other than
contracts entered into in the ordinary course of business:

1. the Declaration of Trust (see "Description of the Fund and the Trust Units — Declaration of Trust"); and
2. the Governance Agreement {see "Directors and Officers — Governance Agreement”).
Copies of the above contracts are filed on the Fund's SEDAR profile at www.sedar.com.

REGISTRAR AND TRANSFER AGENT

The registrar and transfer agent for the Trust Units and each outstanding series of Convertible Debentures is
Computershare Trust Company of Canada, at its principal offices in Calgary, Alberta and Toronto, Ontario.

INTERESTS OF EXPERTS

The auditors of the Fund are KPMG LLP, Chartered Accountants, Calgary, Alberta, Canada. KPMG LLP has
confirmed that is independent in accordance with the relevant rules and related interpretation prescribed by the
Institute of Chartered Accountants of Alberta.

ADDITIONAL INFORMATION

Additional information relating to the Fund may be found on the Fund's company profile on the SEDAR website at
www.sedar.com and on Pembina's website at www.pembina.com. Additional information, including directors’ and
officers' remuneration and indebtedness, principal holders of the Fund's Structure and Securities and securities
authorized for issuance under equity compensation plans, as applicable, is contained in the Fund's information
circular dated March 8, 2007 for its 2007 annual general and special meeting of Unitholders which has been filed on
SEDAR. Furthermore, additional financial information relating to the Fund is provided in the Fund’s audited
consolidated financial statements and management's discussion and analysis for the year ended December 31, 2006,
which have also been filed on SEDAR.
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APPENDIX "A™
AUDIT COMMITTEE CHARTER
The Audit Committee is a committee of the board of directors {the "Board") of PPC to which the Board has
delegated certain responsibilities relating to the integrity of financial reporting, oversight of the external auditors,
and the performance of internal accounting procedures, for the Fund, PPC and Pembina as a whole. The Audit
Committee also prepares reports, if and when required, for inclusion in Pembina's disclosure documents.

The objectives of the Audit Committee are:

{(a) to assist the Board in fulfilling its oversight responsibilities (especially for accountability) in respect of the
preparation and disclosure of the financial statements and related matters;

(b) to enhance the external auditor's independence;
(c) to increase the transparency, credibility and objectivity of financial reporting; and
(d} to enhance communication between management, the external auditors, and the Board.

Membership and Policies

The Board will appoint members of the Audit Committee. The Audit Committee must be composed of not less than
three members of the Board, each of whom must be independent (as that term is defined in an audit committee
context by applicable securities laws). The Board will fill any vacancy in the event the Audit Committee has less
than three members and may remove members by resolution,

Each member of the Audit Committee must be financially literate. An individual is financially literate if he or she
has the ability to read and understand a set of financial statements that present a breadth and level of complexity of
accounting issues that are generally comparable to those that can reasonably be expected to be raised by the
financial statements.

The Audit Committee will select a Chair from among their number.

The Audit Committee has the authority to select, engage and remunerate independent counsel and other advisers to
assist in carrying out its duties, as deemed necessary. Pembina will provide appropriate funding to compensate the
external auditor and any advisors that the Audit Committee chooses to engage.

In discharging its duties under this Charter, the Audit Committee may investigate any matter brought to its attention
and will have access to all books, records, facilities and personnel, may conduct meetings or interview any officer or
employee, PPC's legal counsel, external auditors and consultants, and may invite any such persons to attend any part
of any meeting of the Audit Committee.

The Audit Committee has neither the duty nor the responsibility to conduct audit, accounting or legal reviews, or to
ensure that PPC's financial statements are complete, accurate and in accordance with generally accepted accounting
principles ("GAAP"}; rather, management is responsible for the financial reporting process, internal review process,
and the preparation of PPC's financial statements in accordance with GAAP, and PPC's external auditors are
responsible for auditing those financial statements.

Functions

External Auditor

The Audit Committee is directly responsibl: for the appointment, termination, compensation, retention and

oversight of the work of the external auditing firm employed by PPC (including resolution of disputes between
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management and the auditor regarding financial reporting) for the purpose of preparing or issuing an audit report or
related work. The Audit Committee’s selection of the external auditor is subject to approval by the Fund as sole
shareholder and by the Unitholders and as required by the Declaration of Trust.

The external auditor will report directly to the Audit Committee.

The Audit Committee must pre-approve all auditing services and permitted non-audit services provided by the
external auditor, and will consider whether the provision of any non-audit services is compatible with the auditor's
independence.

The Audit Committee wiil evaluate, at least annually, the auditor's qualifications, performance and independence.
The Audit Committee will present its conclusions with respect to the external auditor to the Board.

v

Employees or former employees of the external auditor may not be hired by PPC without the prior approval of the
Audit Committee,

Oversight of Financial Statements and Internal Controls and Procedures

The Audit Committee will meet with management and the external auditor to discuss annual and quarterly financial
statements and management's discussion and analyses and earnings press releases. The Audit Committee will
review and discuss the financial information to be included in public disclosure documents and determine whether to
recommend to the Board that the financial statements be presented to the Fund as sole shareholder and to the
Unitholders.

At each meeting, the Audit Commitiee will meet in-camera, without management or external auditors present, and
will meet in a separate session with the lead partner of the external auditor.

The Audit Committee will review with the Chief Financial Officer (the "CFQO") and the external auditor any
changes in accounting policies as well as any other significant financial reporting issues.

The Audit Committee will review with the external auditors:
(a) plans, staffing and scope for each annual audit;

(b) the results of the annual audit and resﬁlting opinion including major issues regarding accounting and
auditing principles and practices;

(c) the adequacy of internal controls; and

(d) audit problems or difficulties and management's responses in respect of disagreements and to facilitate the
resolution of such disagreements and restrictions on the scope of access to information.

The Audit Committee will review with the Chief Executive Officer (the "CEO") and the CFO PPC's disclosure
controls and procedures and at least annually will review management's conclusions about the efficacy of disclosure
controls and procedures, including any significant deficiencies or material non-compliance with disclosure controls
and procedures.

The Audit Committee will establish a Whistleblower Policy, including procedures for:

(a) the receipt, retention and treatment of complaints received by PPC regarding accounting, internal
accounting controls or auditing matters; and

(b) the confidential, anonymous submission by employees of concerns regarding questionable accounting or
auditing matters.




The Audit Committee will review with management and the external auditor any material correspondence with
regulators or government agencies and any employee complaints or published reports which raise issues regarding
PPC's financial statements or accounting pelicies.

The Audit Committee will meet periodically with the appropriate legal advisors to review material legal issues,
PPC's compliance policies and any material reports or inquiries received from regulators or governmental agencies.

Additional Duties and Responsibilities

The Audit Committee will also:

(a)

(b)

(c)

(d)

(e)

(f

review the appointments of the CFO and any other key financial executives who are involved in the
financial reporting process;

review and reassess the adequacy of this Charter annually and submit any proposed changes to the Board
for approval;

facilitate information sharing with other committees as required to address matters of mutual interest or
concern in respect of PPC's financial reporting;

report regularly to the Board on its activities, including the results of meetings and reviews undertaken, and
any associated recommendations;

receive and review reports from the corporate pension committee at Pembina and to recommend or approve
changes as appropriate with respect to risk management of pension assets and liabilities, actuarial valuation
as required by statute, the Statement of Investment Policies and Procedures, funding policy and fund
performance for the pension plans; and

jointly with the Human Resources and Compensation Commitiee, report on the status of the pension plans
to the Board at least annually.

The Audit Committee will perform such other functions as are assigned by law and PPC's By-laws, and on the
instructions of the Board.

Meetings

The Audit Committee will meet quarterly, or more frequently at the discretion of the members of the Audit
Committee, as circumstances require.

Notice of each meeting of the Audit Committee will be given to each member and to the external auditor, who is
entitled to attend each meeting of the Audit Commitiee. The notice will:

(a)
{b)

{c)
{d)

be in writing (which may be communicated by fax or email);

be accompanied by an agenda that states the nature of the business to be transacted at the meeting in
reasonable detail;

to the extent practicable, be accompanied by copies of documentation to be considered at the meeting; and

be given at least 48 hours preceding the time stipulated for the meeting, unless notice is waived by the
committee members.

A quorum for a meeting of the Audit Committee is a majority of the members present in person or by telephone.
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If the Chair is not present at a meeting of the Audit Committee, a Chair will be selected from among the members
present. The Chair will not have a second or deciding vote in the event of an equality of votes.

The Audit Committee may invite others to attend any part of any meeting of the Audit Committee as it deems
appropriate. This includes other directors, members of management, any employee, PPC's legal counsel, external
auditors and consultants.

Minutes will be kept of all meetings of the Audit Committee. The minutes will include copies of all resoluticns
passed at each meeting, will be maintained with PPC's records, and will be available for review by members of the
Audit Committee, the Board, and the external auditor.




